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PROCEEDINGS

ACTING CHAIR RAKOW: CGood norning, |adies and
gentl emren, and wel cone to the Energy Comm ssion Adoption Hearing
on the Policy Report on AB 1890, the Renewabl es Fundi ng Pl an.

In this en banc hearing today is, as you know, the
cul m nati on of seven nonths of very intensive effort by
Conmi ssi oner Mbore and Conm ssi oner Sharpl ess, the interested
groups who | think are all here in the audi ence today, and the
staff. | think everyone is to be highly comended for bringing
t oget her various diverse points of view and for the |ack of
pol ari zati on that has been noteworthy all through these
pr oceedi ngs.

Now we have a docunent that is forged for the ful
Conmm ssion to hear your comments on and to take under
consi deration for a vote |later on today.

So with that, I'd like to turn the neeting over to
Conm ssi oner Mbore who has headed up this Commttee.

PRESIDING COMMISSIONER MOORE: Thank you,
Comm ssi oner Rakow.

| have a couple of opening remarks. |'d like to turn to
nmy col | eague Jan Sharpl ess for her remarks and ask for those of

t he ot her Comm ssioners before we then go into a sunmary of the



pr oceedi ngs.

In ny opening remarks, what I'd like to do is to sinply,
very briefly highlight the fact that as the Chairman has said,
this is seven nonths of efforts that involve a |ot of people. A
| ot of those people are sitting in the roomhere today. |It’s not
a conplete list, and | can’t acknow edge all of you and the public
because in part you'll do that if you cone to testify before us.

But | can acknow edge our staff and the support that we
received. And I'd like to do that for the benefit of ny fell ow
Conmi ssi oners who haven't worked as closely with these fol ks as we
have, just to acknow edge, A, what a joy it has been to work with
themeven in the really hard tines where we’ve had good argunents,
good stout argunents in the hearing roons. They ve stuck with us
and they’'ve rallied behind us, everyone of them to their credit
and ultimately to our credit. W are privileged very much.

And 1'd like to acknow edge them W have listed as
principal authors on our report, and I1'd like to ask themto stand
and just remain standing until we go through the list which is not
that long. Cheri Davis and Bob Huf faker and Suzanne Kor osec,
Pranod Kul karni who | can never pronounce Pranod’s | ast nane
correctly, Sandy MIller, and Tim Tutt is here, and our project
manager Marwan Masri .

And | just want to say thank you very much on behal f of

the Comm ssion and we owe you a lot. You' re the hardest working



people |’ve ever worked with. Thank you very nuch.

[ Appl ause]

PRESIDING COMMISSIONER MOORE: As | said at an
earlier hearing, there was a remark nmade by Senator Peace
suggesting that this is a group of people who couldn’'t cone to a
concl usion together at the Legislature in August, and were
visually |ike people eating their young. Frankly, we didn't find
it to be that way.

W found it to be a nuch nore cooperative, while stil
bei ng contentious. | mnean, people were arguing strenuously for
their own viewpoint. And so | think it’s been a good and an
honest debat e.

W’ ve cone to an honest di sagreenent on sone issues, and
ultimately the Commttee will present you with their viewpoint on
this. But frankly, I want to thank the participants for an honest
and very open and fair exchange of ideas which I think will
benefit the Conm ssioners as we go through and try and have our
del i beration on this.

Last thing 1'd Iike to do is thank ny col | eagues for
their support through this. W couldn’t have done it w thout you
backi ng us up and giving us the resources that we needed to finish
this. And to our advisors who played a very special part in
making this all happen. And so Manuel Alvarez and Rosella Shapiro

earn a great deal of thanks fromus for their hard work in this



process.

So with that, et me just turn for a very brief opening
remarks to ny coll eague and then to the Conmm ssioners, and then
"1l go back and summari ze what we have given you

COMMISSIONER SHARPLESS: Thank you.

Well, there is no need to repeat what Conmm ssioner Moore
had said. | echo ny thanks definitely to the staff, the advisors
and the participants.

| would only say that this Conmssion inits lifetinme
has | ooked at the need for diversity in our electricity system as
a very inportant policy goal. And as the world has been changi ng,
we have been | ooki ng how we can continue to undergird that policy.
And the Legislature handed us this new chall enge and this new
opportunity, and while it was a nonunental task for all of us in a
very short period of tinme, | thank themfor that because | believe
as a result of going through this process amoptimstic about the
future.

|’moptimstic for those of you who have al ready forged
the path of renewabl es about your future, your role, and the
conpetitive market. And |I’moptimstic about the new and energi ng
and advanci ng technologies to carry on the inportant contribution
t hat has been nmade by those of you who have gone before. Al nost
sounds |ike Star Trek. See that it is done right.

So | recognize the conplexity that we have all worked



with, the many needs that you brought to the table, the nany
desires of where we all want to go for the future, the inportance
that this industry has been to the citizens of California, the
multiplicity of interest that the Commttee has tried diligently
to bal ance.

And we are human; we are not perfect. W’ ve |istened;
we've tried to listen. W’ve tried to weigh all of the needs that
you have brought to the table. There are many nore needs than
there is noney to cover, and we all had to deal with that
si tuati on.

W would Iike to continue to support the renewabl es
industry into the future. W would like to send that nessage to
the Legislature that there is a promsing future here, both for
exi sting, new and energing. W intend to stinulate the consuner
market to nmake it so.

And |1’ m pl eased that we have gotten to this point and
that we have received so much fromthe industry to hel p us get
here. Now it is up to our colleagues to listen to the renaining
argunents that you m ght have about the pluses and m nuses of this
report, and we will attenpt to neet our |egislative deadline by
March 31, which I"'msure we will be able to do.

So | want to thank everybody.

COMMISSIONER ROHY: My comments hopefully will be

brief, but ny main “thank you” is to the Conmttee here on the



dai s who have relieved ne of many hours of hearings.

But that’s not to say I amnot interested. |[|’ve talked
to many of you individually. You ve taken the time to cone and
see ne, and | do appreciate all the input |I’ve gotten.

|"ve read the Commttee's reports as they have cone
through three or four times. |’ mvery confortable that a good
public process has occurred.

Wth regard to the future of renewables, | too share a
very optimstic viewthat this transition to a marketplace wll
make your industry a |lot nore robust and hopefully grow a | ot
faster than any of you can imagi ne today when we get into the new
par adi gm

So I'’m | ooking forward today, today’'s comments by all of
you. And hopefully we will have very cogent deliberation and cone
to a decision today.

COMMISSIONER LAURIE: Madam Chair, | think I wll
not offer a debt of gratitude to ny colleagues until this process
is in fact conpleted.

[ Laught er]

COMMISSIONER LAURIE: W have our work to do today
and |’ mprepared to just get it on.

Thank you.

PRESIDING COMMISSIONER MOORE: Thank you, Madam

Chai r man.



Wth that, and | appreciate the support of ny
col | eagues, what I’mgoing to do today is to briefly outline the
process that we went through and then go through an overvi ew of
what the report presents you with. Al the nenbers of the
Conmi ssi on have had access to the report, albeit perhaps not in a
very leisurely tineframe. | apologize for that. But we’ ve been
pretty constrained in terns of trying to neet our deadline.

To reiterate what Ms. Sharpl ess said, we are constrai ned
by a March 31st deadline to submt this to the Legislature; that
only allows this hearing for the Conm ssion to take action.

Qur intention is that we will introduce the topic to
you, that we will present an overview of the report and its
recommendations as well as our responses to the kinds of comments
t hat have been coming in to you

W woul d then open this hearing today and al | ow peopl e
to conmment and bring new information that has not previously been
submtted to the Commssion either in witing or in sone other
form or to elaborate in sonme fashion to illustrate the points
that they’ ve nmade. The Conm ssioners have all had access to the
public on this, and certainly have been in recei pt of a good deal
of docunentation on this.

W’ ve had seven nonths of workshops and hearings on this
as you can see in the docunent itself, as we’'re now facing, after

adoption today, a probable first presentation of this at the



Senate. |'’mtold by Senator Peace that there will be a hearing
that will discussion this in early April

So that neans that following this we have to get the
report bound and out, over to the Legislature as rapidly as
possi bl e, which we are prepared to do. W’ ve already set up
arrangenents to bind the final copy and get it over across the
street.

W had a set of constraints, and | want to just
el aborate on those before we go into the guts of the report.

First of all, |I should say this report is conceptual in
nature. Comm ssioner Rohy has conmmunicated to us his desire,
whi ch we have acceded readily to, that the report acknow edge in
the front end that it is not the inplenmentation docunent that sone
people seemto think it is. And frankly, we think that’s probably
anot her phase that will cone out of the Legislature.

Right now, this is a report with recommendati ons to the
Legislature. It is not intended to be as discrete and final as a
docunent that would define all the rules and how everyone woul d
play. So frankly, we think that there will be an inplenentation
docunent that will followthis. This report is not intended to do
t hat .

Second, the lawis in a sense, to us a topical term
“schi zophrenic” in the way that it requires us to nmake our report.

It asks us to reward those nost cost-effective technol ogies at the



sane tine specifically asking us to protect those nost vul nerabl e
i ndustries which it calls out, anong which are bi omass and sol ar
t her mal

It wants us to establish a viable market and to nmake
specific provisions to allow consuners to participate, all the
whil e establishing floors that we can't slip belowin terns of our
allocations. It’'s easy to see that sonme of these could be
contradictory. | think we’ve crafted a solution that addresses
all these simultaneously. A difficult equation even in the best
of times, but | believe that we’ ve cone pretty close to doing it.

This report is intended to be strongly nmarket based. It
incorporates a systemof bids, bid and auctions, or envisions a
series of bids and auctions. And | want to warn those whose first
thought is that nmenories of the BRPU, that this is not that. This
is intended to be a very sinplistic set of bids. And frankly
every market works on bid ask rel ationships, and we think that
this reflects the best of nmarket activity.

So in terns of our addressing either nmarket-based
mechani sns or consumer accounts, we’'ve attenpted in every case to
reflect the intent of the legislation that would allow for
mar kets, free and open nmarkets to energe in this industry. And
therein is the difficulty because we’'re dealing with a set of
industries that grew up not in a market-based econony, but grew up

as aresult of artificial allocations and artificial adjustnents



in their market perfornance.

And t hose of you who have participate in our hearings
know the difficulty we had westling with the concept of
industries that were still getting paynents under SOL/ SO4
contracts while still being required to or asked to participate in
a broader market framework followi ng the cliff period of those
contracts.

Difficult concept and frankly very, very hard to deal
with. It wasn't really successfully dealt with, we feel, in the
legislation. | think that this report does address that pretty
evenhanded| y.

Wth your perm ssion, what I’"'mgoing to do is to go
through a brief overview of the report. | assune everyone who has
had a copy has read it thoroughly, but this will allow the debate
to be franed today in front of the Conm ssioners. And |I’ve asked
Marwan to help to nme wth overheads on this and since you |l be
able to read thema lot faster than | can speak, I'll sinply hit
t he hi ghlights.

VW divided the world into the existing and new and
ener gi ng and consuner accounts areas. |In existing technol ogies
where we were required to have a floor of 40 percent, we’ ve
all ocated funds for three technology tiers and we’ve distributed
t hat noney, the intended noney, through a cents per kilowatt hour

production credit which is tied to market clearing prices.



Now | et ne diverge slightly here, and then I’ make
cringe every tine he hears a divergence on this, to say that we
had to nmake a basic assunption about the noney. W said there are
$450 mllion. That has been in dispute. Frankly, and I'll tel
ny colleagues this -- I'"msorry, 540. | got dyslexic already,

540, and lowered it.

[ Laught er]

PRESIDING COMMISSIONER MOORE: Fi ve hundred and
forty mllion dollars, frankly, in a sense, the concept plan that
we have before you doesn’t care whether it’'s 540 or 465. It’s the
proportion and the allocation systemthat nmatter.

So right now, in order to nake a judgenent call on this,
we had to assune, simlar to any econom c nodel, we had to assune
a certain anount of noney would be flowng in any given year. |If
it doesn't, and if it doesn't specifically in some of these
categories, we’'ve anticipated rollover effects or rollover
mechani sns as wel | as under subscription nechani sns.

So we have tried to anticipate what happens if the exact
anmount of noney that we have anticipated doesn't cone. Frankly,
for purposes of our discussion today, it really doesn't matter.
What matters is the concept of howit would all flow out.

W have augnented that floor with five percent
addi tional noney. The five percent is our anticipation and

reflection of sone of the repowering needs. W have intentionally



noved repowering concerns or efforts into the existing
t echnol ogi es ar ea.

I n new t echnol ogi es we’ ve suggested 30 percent of the
noney be allocated to this account. The funds woul d be all ocated
t hrough a conpetitive bid and distributed through a
cents-per-kilowatt-hour production credit.

I n emerging technol ogi es we’ ve suggested ten percent of
the noney be allotted through a conpetitive RFP. And the funds
would ultimately be distributed through a project-specific support
nmechani sm

W al | ocated 15 percent of the noney to the consuner
accounts. Fourteen percent of those funds allocated and
distributed through a cents-per-kilowatt-hour consuner credit, and
one percent of the noney to be allocated to consunmer information
and market building activity that we frankly feel can be conbi ned
very successfully with the noney that the Public Purpose Prograns
Commttee will be allocating at the PUC. Hopefully this wll
allow us to work nmore in conjunction with our sister agency as
well as building a stronger nmarket, stronger support market for
renewabl es.

W were asked to cone up with a certification
procedures, and we have suggested that in state renewabl e supplies
and providers be required to self certify with this agency. W

prefer the sinplest verification system backed up by the world



famous tattler system--

[ Laught er]

PRESIDING COMMISSIONER MOORE: -- which we think is
absol utely guaranteed to nake sure that over a certain limted
period of time no one escapes the scrutiny.

W have suggested that the certification and and
reporting used for the paynent of the 1890 funds and for the
fo-first direct access provision be included here. Frankly, I
want to say that we’'re aware of the PUC s deci sion on equa
access, if you will, for direct access, equal access for direct
access, and don't think in fact that it violates any of the
principles of this report.

W were asked to opine on m crocogen and cogen for
pol lution fuel cells. W find that the m crocogenerati on and
cogeneration from VOCs does require help to remain conpetitive.

It may be that the CTC exenption is a nethod to get around this.
There may be ot hers.

Frankly, this is not directly in our jurisdiction, so a
recommendation on this narrow area of CICs was |left out of this
report. We think that this is properly left to another agency,
but we can certainly find that they do require help over the |ong
termto remain conpetitive.

W find that fuel cells should qualify as fuel sw tching

and the fuel cells using renewable fuels do qualify as a renewabl e



t echnol ogy.

Wth that, let me say that Marwan has got an overvi ew of
the noney. Kind of a tree, decision tree, if you will. And in
your packet you'll see that it is perhaps the clearest exposition
of how we’ ve allocated those nonies both in terns of the percent
and the actual anounts that would conme down.

|”mnot going to go over those accept to say that tree
take you, | think, the shortest anount of tinme exactly to where
the Conmttee’ s recommendati ons are.

Now al | these recommendations really depend on and mnuch
of the controversy which has arisen is directed at the
di stribution nmechani sns.

So in ternms of the existing technol ogi es account where
we’ ve suggested a per Kkilowatt hour production incentive, we have
cone up with a fairly unique systemto try and acknow edge that
short run avoi ded cost paynents been high; that there have been in
many cases generous paynents nmade to various industries over the
timeperiod that they’ ve been getting energy paynents out of their
contracts; and that unless those prices fall bel ow sone threshol d,
really it’s inappropriate to put any noney out.

So we’ ve suggested that the amount in the existing
t echnol ogi es accounts, and of course there are three tiers, be
determned by the |esser or the target prices mnus the narket

clearing prices. The avail able funds divided by generation, or a



speci fic production incentive cap.

W provided for a raincheck provision. And again, as as
| said before, we have three subaccount tiers with different
target prices and caps. | know that each one of you has been
| obbi ed pretty heavily on the idea that either the caps are
i nappropriate, the tier relationships are inappropriate. A good
deal of discussion about people noving fromtier to tier, and al so
that the SRAC threshol ds that we established were inappropriate.

We used the best analysis that we could. This is
clearly a judgenent call on our part. W recognize the fact that
within the existing accounts there could be under subscription in
any given year. W’'re provided for that by suggesting not only
that the under subscription could be rolled fromyear to year so
it woul dn’t di sappear and potentially could be redistributed in
time T-5 in the final period. But nore than that, as you ve seen
in the diagram-- Marwan, can | ask you to pull up the first
graph?

W’ ve suggested a ranping systemover tine. Let ne take
you back to the ranp graph. One back.

In the bottom graph, you' |l see that the existing
technol ogi es |ine slopes down. Over the four year period, the new
t echnol ogi es and energi ng technol ogi es -- excuse ne, consumner side
accounts ranmp up.

Frankly, what this anounts to is an accounting nmechani sm



to nove funds fromone side of the account to another in the early
versus the late years. |It’s our attenpt to recogni ze the fact
that the existing technol ogies do need to be weaned off of their
subsidies. That's part of the intend of the |aw

That |ine ranps down for a very specific reason. It
suggests our opinion that the greatest value to this noney lies in
the early years and should ranp down and close out in the |ater
years.

Simlarly, in the case of new technol ogi es and consumer
mar kets, we suggest that there is no market today for those. And
in fact, sonme of the new plants are not on the ground yet. So we
imagine that they will need greater support over tine, over the
four years.

So when you | ook at the table that’s just above that,
you can see in the overall columm the final amount, which I
di scussed in ny opening remarks with you, 45 percent, 30 percent,
10 percent and 15 percent. But in any given year you can see that
t he anount allocated out of the available pot in that year is
higher in the early years for existing, tapers off; lower in the
early years for new and consuner spending, and tapers up.

So that ranping systemis our way of noving funds around
even though the totals don’t change in the end it noves funds
around to try and nake the nost efficient use of the noney.

If I could go back to the distribution nmechanisns for



just a monment, 1’11 close by saying that the other distribution
nmet hods that we’ve had, and | alluded to this earlier, in the new
t echnol ogi es account we have a per-kilowatt-hour production
incentive allocated by a sinple auction, funds distributed over a
five-year period. W have paynents being made on a nonthly basis.

This is our first viewof this. Again, during the
i mpl emrent ati on phase the fine tuning mght change it. Basically,
what we’re asking people to do is to bid on the anmount of the
subsidy. O course in this case the bid for the | owest subsidy
takes it away until the noney is gone year to year.

In terns of the energing technol ogi es account what we’ve
asked you to approve is a single auction at the front end that
woul d al | ocat e noney determ ned on a project-by-project basis.

W have included the | anguage the Legislature wanted us
to address here in terns of financing nechanisns. W are open to
all kinds of suggestions. Frankly, the sky is the limt on this
as far as innovation and naking the noney go as far as is
possi bl e, which could include interest rate or capital cost
buydowns, custoner rebates and nmany, nany other forns of
assi st ance.

Finally, we set up a consuner incentive account. The
anount determ ned by the | esser of the avail able funds divided by
the eligible renewabl e generation, or a 1.5-cent-per-kilowatt-hour

i ncentive cap.



Now we don’t know whet her these paynents woul d be nade
nmonthly or on a biennial basis. Frankly, the allocation would
probably be on biennial or a yearly basis in order to nake nore
certainty known to those nmarketers who are out there interested in
getting these funds and getting them out to consuners.

This is sonething again that woul d be discussed in the
i npl enent ati on phase, but our objective here is to give as much
certainty as is possible, not to lock it up in the hands of any
one marketer. W are very resistant to that. W want this noney
to get out to consuners in such a way that they buy renewabl e
accounts.

W are resistant to the idea that says industria
consuners don’'t have a place in this. Frankly, industrial
custoners are part of what’s going to drive this market. Qur
objective is to increase the viability of the renewabl e energy
market. And if that nmeans that we have to reach out and include
comercial /industrial ventures as well as residential ventures,
we're aimng to doit. W want the noney to go as far as possible
and give us as nmuch protection as is possible.

In your packet you'll find a chart that -- and | just
want to point it out to you -- that describes the SO4 and SRAC
energy prices over tinme. | just want to suggest that we were
acknowl edgi ng real market behavior in trying to understand what

| evel s of support any given industry m ght need.



And frankly, we understand that people who are on an SO4
contract today are getting energy paynents. Mst of the people
who are in that category fall off the cliff before this, by 1999,
| believe, before the period is over of this study. But you can
see there have been substantial generous paynents, let’s say,
we’ re hopi ng have been reinvested in new capital and pl ant
additions. [If they haven't, many industries which have failed to
make those reinvestnents are probably going to suffer when the new
market finally energes.

W are aware of that and we're tried to build that
understanding into our distribution allocation nmechani sm

So the idea of the standard offer contracts should be in
t he back of your mnd as you |l ook at this and listen to sone of
the comments that are nade.

And with that, we’ve done a nmarket price forecast.

Marwan, if you’ve got that, maybe we can just put it up.

W' ve tried to forecast what m ght happen in terns of
the target price relationships that we’ve set up. And you can see
mar ket price forecast -- oops. Market price forecasts, second
line fromthe bottom and you can see that under this forecast the
tier one target price could get down to very close to that by the
end of the period. You can see what happens to tier two and tier
three during this period.

W recogni ze that there is the possibility that given



these relationships, the tiers nmay have rollover funds. And as |
said earlier, those funds, we are intended to roll wthin the
category and to be available at the end of the period.

Wth that, what 1’'mgoing to do is stop the overview, go
back to the report and suggest to you that we’ ve had a great deal
of testinmony on this that brought us to this point.

Again, we’ve had a discussion with various industry
pl ayers that have w apped around the idea that we’ve either set up
the wong tiers, that we should have nore tiers. W’ ve heard
argunents that suggest we should have fewer tiers.

W’ ve heard a good deal of argunent that suggest you
shoul d nove fromtier to tier, noving people particularly out of
tier three into tier one.

It’s an interesting argunment to hear people cone in and
tell us why they are actually not as efficient or not as well
managed as we said they were. That in fact they ought to be noved
up to a nore inefficient category where they deserve nore support
or could get nore support.

W’ ve heard argunents that we shoul d nove an additi onal
five percent into the existing category. Mve it from45 to 50
percent. And we’ve heard argunents that we shoul d change the
sl ope of the ranps and change the |evels of the caps.

| have two conmments on that, and then I'll stop with the

overvi ew.



The first is that this is the best anal ogy we’ ve been
able to cone up with; this is very tightly strung barrel. And al
the stays are kept together by hoops of a specific dianeter. And
any novenment within this report will necessitate noving not just
out of one category, but changes in every other category. This is
entirely interdependent.

To quote the John Miir fanmous quote, he'd pull up on a
root and find out that it’'s attached to everything else in the
universe. In this case, novenent within any tier or changes in
caps reflects a pressure or novenent on every other piece of the
report. And I'|l give you an exanpl e.

You don’t just find five percent of the noney and nove
it over to the existing account. You have to find it sonmewhere
else, A. And B, you have to have a reason to do it.

Frankly, 1 don’'t know that there is a reason to go nuch
above the |l evel of support that we’ ve created, other than sone
i coni zed nunber of 50 percent which suggests we’'re doing a nore
evenhanded job. Frankly, I think we did a remarkably evenhanded
job in trying to craft interests, craft a union of interests here
that was intelligible and satisfactory ultinmately to the
Legislature, as well as to the players.

Second, we’'re not here to protect inefficient
i ndustries. W’re not here to continue an old systemthat was in

place for the last 15 years. This report has no relationship to



what was done in the past. This report is new. It concerns new
noney, not old noney; and frankly, doesn’t concern old
rel ati onshi ps.

So we are interested in cost nunbers that tell us how
effective these players are going to be in the future, and we’ ve
applied our judgenent to that to try and cone to a concl usion
about who woul d be able to survive and provide the best service to
the market, if you will, without some artificial diversity or
artificial allocation anong cl asses.

Finally, in order get five percent, for instance as the
nunber that has been tossed around quite a bit, we have to find it
out of either the enmerging technol ogi es section or the consuner
section.

If we were to take it, for instance, out of the new
technol ogy section, we automatically bust the floor that we have.
And frankly, I'"msinply not willing to do that. | trust ny
Conm ssi oner col |l eagues are not as well. W can't submt
sonmething to the Legislature that doesn’'t neet the test of the
I aw.

If we take the five percent out of the energing
t echnol ogi es, then what we’ve done is to not acknow edge the kind
of role that they will be playing in the future. W are unwilling
to do that. W want to keep funding levels at a | evel appropriate

to keep themviable. And | don't believe, given the conprom ses



and final agreenents that we’ ve cone to, that we can stretch it
far enough w thout severely wounding the baby, if you will.

So we have thought of the various solutions that have
been presented to you, and frankly considered themvery, very
seriously over the | ast few days and weeks, and stand by our
reconmendati on to you

W’ ve had access to all the papers that you ve had in
the last few days. The argunents for changi ng the ranps, changi ng
the tiers, and again, we have discussed those seriously.

And | want to conclude by suggesting that our
recommendation to you stands unchanged and represents our best
t hi nking on this process.

And with that, Madam Chairman, | am prepared to open the
hearing and I will do so. Thank you.

" mgoing to ask each speaker to come up. And if you
have previously submtted information to us in witing, especially
in the last couple of weeks, you know that each Comm ssioner has
had it. Not only have they read it, but their advisors have read
it. They ve coomented on it. And they have been briefed
i ndividually by us, discussed each one of these points with us
prior to comng in to these hearings.

So | don’t know that you need to reiterate, especially
verbatim that would be probably not appropriate, all the points

that are made in your individual letters. |f you want to consider



t he high points and/or other things that you think we ought to
take into account, we are, of course, very open to hear those.

W wel cone your comments. Try to limt the comments to
under three mnutes apiece. W have a trenendous nunber of people
who want to speak today.

And again, for those of you who are used to the hearings
that 1’ve chaired before, |I try not to be overly directive about
this, but go nuch past the three mnute market and --

[ A cellular phone rang in background. ]

PRESIDING COMMISSIONER MOORE: -- we’ve got phones
that wll start to ring and buzzers that wll go off --

[ Laught er]

PRESIDING COMMISSIONER MOORE: -- and bad things
w |l begin to happen. No question about it.

COMMISSIONER ROHY: How di d you arrange that,
Comm ssi oner ?

PRESIDING COMMISSIONER MOORE: | have button up
here, and the button is also connected to a trap door right next
to --

[ Laught er]

PRESIDING COMMISSIONER MOORE: Those of you at the
tabl e are safe.

You know, | have one oversight that | want to correct,

and | apol ogize for doing that. And that is | didn’t introduce



our counsel, Jonathan Blees, who is at the front table and who
keeps us --

[ A cellular phone rang in background. ]

PRESIDING COMMISSIONER MOORE: That buzzer. Keeps
us out of trouble in this forumas we go through it.

Wth that, I'"'mgoing to ask for sone of the industry
representatives who will be first. Those of you who have shown ne
a stanped airline ticket showi ng that you re getting out of town
before X hour will be rewarded by getting on before |unch, we
assune, if you keep your remarks brief.

Bill Carlson.

MR. CARLSON: Conm ssi oner More?

PRESIDING COMMISSIONER MOORE: Yes.

MR. CARLSON: I"mmaking a joint presentation wth
Steve Kelly of IEP which | did last tinme.

PRESIDING COMMISSIONER MOORE: Come on up.

MR. CARLSON: He’s going to go first.

PRESIDING COMMISSIONER MOORE: Good. Bill, why
don’t you cone up to the table.

| shoul d announce too that Comm ssioner Rakow has ot her
busi ness that she will be needed to attend to, so she may be in
and out of this hearing. She’'ll be listening on the squawk box
whi | e she does her other duties. And so as our chairnman she’s

pretty busy with sone other stuff today, but we intend to have her



fully informed by the end of the day for our decision.

M. Kelly.

MR. KELLY: Thank you, Commi ssioners.

In order to preserve ny three mnutes, | won't reiterate
ny appreciation for the Commttee’ s staff’s work on this. 1’11
just go right to sone of ny concerns.

PRESIDING COMMISSIONER MOORE: Thank you.

MR. KELLY: In response to your concern about neeting
the intent of AB 1890 in the 40 percent, |EP has been able to
recently do some nodel i ng exercises on the process of nethodol ogy
for allocations that you are prescribing in your report. Based on
sone assunptions, gas price assunptions comng fromthe Energy
Conmmi ssion and the two nodel i ng exercises, and we al so used one
that | ooked at what was |ikely to happen for the SRAC pri ce.

Under those scenarios, in all cases we find extrenely
likely that zero dollars will be allocated to technologies in tier
three, which nmeans we think it’'s very difficult for the Comm ssion
under their proposal to attain even a 40 percent allocation to
exi sting technol ogi es.

As aresult of that, I wll speak briefly to couple
solutions to that problemwhich | think it out there and | think
your table, for exanple, shows that it’s very unlikely that nonies
woul d be allocated to tier three.

That results in an automatic rollover in the fifth year



of approximately $36 mllion to first PV, and secondly to new and
and PV in the fifth year through your rollover nmechanism As a
result of that, we think that the PV industry as the surrogate
nost |likely candidate to receive energing funds is really | ooking
at an allocation, a total allocation of 13 percent in this

pr ocess.

What we woul d recommend is that, one, as we had
i ndi cated previously, that we would |ike the Comm ssion to
consider to go outside the bubble that is of this AB 1890
renewabl es report and | ook to funding from perhaps the RD&D
mechani smto suppl enent funding for PVs to the extent that they
need that. And we recognize that that is certainly wthin your
purview to determ ne what that final allocation ought to be.

Secondly, we recommend that you seriously revisit the
price cap ceilings, particularly for tier three, to ensure that
t hose technol ogies that are in those caps have sone |ikelihood or
sonme prospect of actually benefiting fromthe AB 1890 funds.

As 1'd indicated earlier, we think there is a rollover
of about 15 to 25 percent of the existing funds into the new and
energing category in the fifth year. And that neans that if that
occurs and there is a high probability that it will occur, that
the actual funding for existing is probably in the 33 to 35
percent range.

W think you could fix that risk by increasing the



funding from45 to 50 percent for existing technol ogies.

And | will conclude with that brief comment, if anybody
has any questions.

PRESIDING COMMISSIONER MOORE: Thank you, M.
Kel | y.

M. Carl son.

COMMISSIONER SHARPLESS: I --

PRESIDING COMMISSIONER MOORE: Ch, sorry.

COMMISSIONER SHARPLESS: | would like to ask a
question of M. Kelly.

M. Kelly, you' ve integrated two concepts here. One is
the five percent.

MR. KELLY: Ri ght .

COMMISSIONER SHARPLESS: And one is the target
prices and price ceilings. They actually are separable; are they
not ?

Your first concern is that the target prices in tier
three are at a level that nost of the facilities in tier three
wi Il probably never becone eligible for the noney. That's problem
nunber one.

MR. KELLY: One of ny concerns.

COMMISSIONER SHARPLESS: Probl em nunber one

MR. KELLY: That’ s one of ny concerns, right.

COMMISSIONER SHARPLESS: Even wi thout the five



percent ?

MR. KELLY: That’s true.

COMMISSIONER SHARPLESS: Ckay. Wth the five
percent, if we were to give five percent and not fix that, you
still wouldn’t have your sol ution.

MR. KELLY: I think you need two fixes. |’ m proposing
two sol utions here.

COMMISSIONER SHARPLESS: But 1’mnot sure that the
five percent would help out tier three. W' s the five percent

supposed to hel p out?

MR. KELLY: ["mnot in a position right now to
articulate where the allocation ought to be. | believe the
industry coalition has some agreenent on that, that neets the
needs of all the technologies within that coalition.

COMMISSIONER SHARPLESS: Ckay. Now the other point
is the point that Conm ssioner More nade earlier onin his
comments. And that is taking regardl ess of what you think ought
to be done wth PVs, taking five percent from energing | eaves us
with 35 percent in the new and energi ng colum. |s that not

correct?

MR. KELLY: I look at the allocation of funds for the
custoner incentives to be primarily geared toward assisting the
new stuff. In order for any benefit to existing technologies to

cone fromthat pool of noney there has to be sone significant



contract restructuring occurring in the early years of this
program whi ch i s an unknown.

COMMISSIONER SHARPLESS: So would you be willing to
t ake the consuner colum and preclude existing fromgetting any
out of the consuner col um?

MR. KELLY: I think you can neet the test of 40/40 if
you dedi cated 50 percent of the custoner incentive colum
specifically to new | don’'t know that you need to dedicate it
all, but you could certainly probably nmeet the 40-percent test by
dedi cating 50 percent of that.

COMMISSIONER SHARPLESS: Fifty percent of --

MR. KELLY: Fifty percent of 14 gets you up to the 40
per cent .

COMMISSIONER SHARPLESS: So what you're saying is
that the consuner credit colum would still have some noney in it
for existing if in fact existing could ever qualify --

MR. KELLY: To the extent they ever could qualify.

COMMISSIONER SHARPLESS: -- under the contract.

MR. KELLY: Yes. But I'mnot, | think that by
dedi cating at [ ast 50 percent of those funds to new that sol ves
t he i ssue about the 40 percent fl oor.

COMMISSIONER SHARPLESS: Doesn’t that nake it a
little bit difficult for people who are trying to take advant age

of the consuner credit colum to have enough flexibility?



| meant, you’'re now | oading on yet another condition on
fol ks who are out there trying to sign up consuners for the
custonmer credit. You know they got to figure out, okay, now let’s
see. |’ve got a 50 percent basket and | got to be sure that |
don’t have nore than X percent of new and nore than X percent of
existing or all of existing or all of new | can't violate these
pr ovi si ons.

| meant it just seens to ne |like instead of follow ng
the principles that we all started out with in the very begi nning
which is to nake an el egant systemthat hel ps, you know a broad
range in the marketplace, that we’'re now loading it dowm with nore
conpl i cating divisions.

MR. KELLY: I don’t think that any aggregator or who
woul d be taking advantage of the customer incentive program woul d
have any difficulty in figuring out that mx. And it’s highly
unlikely --

COMMISSIONER SHARPLESS: Vel |l they may not have
difficulty figuring it out, but I'’mtal king about whether or not
you're just adding a conplexity onto it that may nake it nore
difficult to nmarket.

MR. KELLY: | don't believe so. | don't think it wll
be an added conpl exity.

COMMISSIONER SHARPLESS: Ckay. | just wanted --

MR. KELLY: At | east an inordi nant one. | nean --



COMMISSIONER SHARPLESS: -- point of clarification.

Conmmi ssi oner Moore, | think Marwan --
PRESIDING COMMISSIONER MOORE: |’ msorry. Marwan.
MR. MASRI: I have one point of clarification, please.

PRESIDING COMMISSIONER MOORE: Certainly.

MR. MASRI: I think M. Kelly did not accurately
characterize the Conmttee’s recommendations. [|'d |ike to correct
that for the record.

As far as the rollover noney, | think his statenent is
that the first three percent or $16.2 nillion go to PV. That is
correct.

The second part of his statement that the renaining --

COMMISSIONER SHARPLESS: Energing. It goes to
ener gi ng.

MR. MASRI: Energing, |’ msorry

[ Laught er]

MR. MASRI: The second part of his argunent that the
remai ni ng noney goes to new and energing is not correct.

What the Commttee is saying is that the remaini ng noney
woul d be allocated at the end of the period based on narket
conditions. So it could go to existing, it could go wherever is
needed at the tine. And that is what the Commttee is
reconmendi ng.

MR. KELLY: Vell we’ve nade a commtnent for, | nean,



that’s not clear to ne in reading the report. So that’s a new
interpretation of that |anguage.

MR. MASRI: It’s very -- I'"msorry. | can read that
into the record.

MR. KELLY: That’s fine. | don’'t have any
di sagreenment if that’s in there, Marwan. | accept that.

COMMISSIONER ROHY: M. Kelly, I have another
guestion for you though on your statenent with regard to R&D. And
first of all, we’ve not settled the R& protocols. Those are
heari ngs that have not yet occurred.

MR. KELLY: Ri ght .

COMMISSIONER ROHY: It is ny anticipation though that
t hat noney woul d not be spend to a | arge degree on production
credits. But in fact, the way the legislation is witten is for
sci ence and technol ogy not adequately covered in the private
markets. M/ doubts are that there significant anmounts of noney
m ght becone available fromthe R& fund to support product
credits.

MR. KELLY: M/ under standi ng of the way that the
al l ocation would be for enmerging nowis not a production credit,
it’s an RFP bid basis, and that that fornula would, seens to ne
woul d probably fit in wth how you woul d proceed with allocating
t he RD&D noney.

COMMISSIONER ROHY: Wl l, but we have not yet done



t hat process.

MR. KELLY: Ckay.

COMMISSIONER ROHY: And that has to be subject to a
full public process.

MR. KELLY: | recogni ze your processes early on this
track, and that’s why I’mposing this as a potential issue for
your consideration. Because fromny perspective it solves a great
many of the problens that may |inger regarding this proposal.

ACTING CHAIR RAKOW: I think that the point also is
that we would not |ike our fellow Comm ssioners to feel that there
is a pot that they could call on at will to solve a particular
probl em here. And when those, as Comm ssi oner Rohy has said, the
protocol or the plan is not yet resolved for the RD&D.

MR. KELLY: | appreciated that.

COMMISSIONER ROHY: I"d like to ask Conmm ssi oner
Moore and the Comm ttee one other question though, since the
consuner issue came up for consuner side accounts. And | think
this is a very sinple question.

Coul d the sane kil owatt hour or renewabl e energy receive
a production credit and a consuner side credit?

PRESIDING COMMISSIONER MOORE: Yes.

MR. MASRI: Yes.

COMMISSIONER ROHY: | read the report that way. |

wanted to make sure | under st ood.



PRESIDING COMMISSIONER MOORE: Answer: Yes

COMMISSIONER ROHY: Ckay.

PRESIDING COMMISSIONER MOORE: M. Carl son.

Thank you, M. Kelly. You mght just want to stay up
here in case there are questions.

MR. CARLSON: Thank you, Conm ssioners

Bill Carlson. |1’mhere today representing the Renewabl e
| ndustry Coalition.

And for those of you who are not famliar with who that
is, that is the owners of 4,000 negawatts of existing renewabl es
representing about 95 percent of all renewable capacity in
California, and investnment of seven to eight billion dollars in
infrastructure.

It was fornmed out of a request from Conm ssioner Moore
that the renewabl e i ndustry that was present at the first workshop
in Novenber go out, find a consensus position, work until you had
t hat consensus position, and bring it back to the assigned
Comm ssi oners, which we did.

V¢ have stayed with this coalition through nunerous
iterations of this process, and we rermain conmtted to each other
to achi eve the consensus that we brought forward back in Novenber
to you achieve it hopefully at this dais today.

These iterations have continued to i nprove the docunent.

They have continued, quite honestly, to nove closer to that



consensus position as we have gone through these iterations.

At the last hearing as which just two of five of you
were there, we listed basically five conditions, five changes that
we would like to see in the docunent that would allow this
coalition to go forward armin-armw th the Conm ssion to the
Legi slature and basically get this policy report adopted.

|’d like to briefly review those five if |I could, and
just tell you how they were dealt with in the report.

Nunber one was change the tier one allocation from25 to
30 percent, thus changing the overall support for existing to 50
percent. The five percent change to cone fromthe energing
category. In the last draft of the policy report, that
reconmendati on was i gnor ed.

Nunber two was the application of screening criteria to
[andfill gas generators in tier two. This was dealt with in the
| atest draft by noving the landfill gas generators to tier three,
along with a two percent allocation as an addition to tier three.

Nunber three was establishing bid protocols for new
projects and addi ng different paynent options in the form of
upfront financing options, front-Iloaded production incentives.

The bid protocols were adopted in this draft, but the change in
paynent provisions were ignored.

Nunber four was the addition of industrial custoners to

the use of custoner incentive funds, and the fixing of the



custonmer incentive at a known anmount in advance to aid marketing.

| ndustrials were added, but they were capped at $1, 000
per customer, per year. And fixing the incentive was ignored.

Nunber five was changing the date for existing
renewabl es to be in service at prior to Septenber the 23rd, 1996,
the date of AB 1890. And that recommendati on was adopt ed.

The five recommendati ons we nmade at the |ast hearing
were a carefully bal anced set designed to achieve the m ni num
accept abl e circunstance for each major renewabl es technol ogy.
Each technol ogy had other itens of concern on their plate that
t hey expressed to you individually, but none of those rose to the
| evel of the five that we were seeking.

The achi evenent of the five changes sought previously
remai n the goal of the Renewable Industry Coalition, and a
necessary precondition to obtaining our whol ehearted support for
this policy report at the Legislature.

Now our list is shorter. 1t’s now down to three itens.
And Conmm ssi oner Sharpl ess, you nmay not be perfect, but you' re
getting cl ose.

[ Laught er]

MR. CARLSON: The nmechanismthat will allow you to be
-- you are so close --

COMMISSIONER SHARPLESS: If I can just say that |

thi nk we’re both hunman.



[ Laught er]

MR. CARLSON: R ght.

Itemone: Increase support to existing resources to 50
percent by increasing tier one from35 to 30 and decreasi ng
energing category from10 to 5, and adding that at |east 50
percent of all custonmer incentive funds shall go to the new and
ener gi ng category, thus solving the problemof only having 35
per cent .

Ti er one contains biomass and sol ar resources only. The
rest of the proposal now cones relatively close to a consensus
proposal with the exception of the treatnent of bionmass and sol ar
whi ch have fallen fromthe consensus proposal from40 percent to
existing to 25. lronically, these are the two technol ogi es anong
t he existing technol ogies that were nentioned specifically in the
| egi sl ati on.

I[tem No. 2: Upfront financing options, front-I|oaded
production incentives and ten year incentive paynents are
acceptive nmechanisns for funding new projects, so long as these
can be expressed as an equival ent five-year production incentive
for big purposes.

In other words, we still want you to be able to rank
t hese, so they have to have an equival ency to them

Item No. 3: Fix the custonmer incentive paynents at a

set anount and admnister on a first-cone first-serve basis. Drop



the $1,000 per custoner limt on industrial incentives and repl ace
with alimt on total industrial incentives at the percent that
industrials represent of California s electric sales.

The above itens are straightforward and doable by this
Conmi ssi on today, and we urge you to adopt themat this hearing.
The change in the | evel of support for existing resources wll
make it easier for the policy report to stay in conpliance with
the AB 1890 nmandate that M. Kelly was tal king about.

As it now stands, with an initial 45 percent of funds to
existing and with a 2.5 percent targeted tier three, any four-year
average SRAC of 2.45 cents per kilowatt hour or greater will fail
t he 40-percent test for existing renewabl es.

It is hard for us to imagi ne that the Legislature wll
be satisfied with a plan that fails the 40/40 test at an SRAC of
| ess than two-and-a-half cents. Using your figures, you would
have failed a 40/40 test in every year except one since 1984.

On the other hand, our 50 percent existing proposal does
not fail the 40/40 test until the SRACrises to 3.1 cents for a
four-year average. This 3.1 cents happens to match the cal cul at ed
SRAC for the four-year transition period using CEC gas price
projections and the current SRAC formula. This was prior to
seeing the table that you presented this norning.

And this table taken alone fails the test for 40 percent

to existing. Regardless of how|long you roll the funds over,



because there’s never any funds allocated to tier three, it
continues to fail the test even if the programlasts out into
2003. It never goes above 38 percent.

To have the test fail at 3.1 cents is clearly a nore
confortabl e position for the Comm ssion to be in when advocating
its plan to the Legislature beginning on March 31. Wile we all
may believe that there is an SRAC average above whi ch conpliance
does not matter, and |I'’mcertainly one of those, it is certainly
not a 2.45 cents per kilowatt hour.

The Renewabl e I ndustry Coalition plan, as nentioned,
takes five percent fromenerging leaving it 35, but then
suppl enments that with at |east 50 percent of the custoner
i ncentives, bringing that category back to 42 percent.

W al ready tal ked about the three percent rollover
provision, and I'Il not go over that.

On the custoner incentive side, our proposed overal
[imt on industrial incentives would replace the $1, 000 annua
limt for a single custoners, alimt that yields an incentive of
one one-hundredth of a cent per kilowatt hour for a one negawatt
industrial load. This |evel of incentive does not do nuch to
overcone and industrial CTC of roughly two cents per kil owatt
hour .

So in conclusion, we sincerely hope that you can see

your way clear to nmake the three changes that we have outli ned



today. W would like to finish this process on a high note and go
forward jointly with the Comm ssion to the Legislature.

We thank you for the opportunity to participate in this
open and straightforward process, and we hope that you wl|
seriously consider our proposals today.

PRESIDING COMMISSIONER MOORE: Thank you, M.

Carl son.

And | mght add that although it sounds adversarial, we
have frankly benefited greatly by the work that you ve done, and
you’' ve seen sonme novenent forward. W thank you for the efforts
you’' ve put forward. And I'’msorry we haven't closed with you
conpletely today, but we're certainly grateful for the energy that
you put into this to get us this far. So we’'ll do what we can.

MR. CARLSON: Thank you. W certainly return that

t hanks.

PRESIDING COMMISSIONER MOORE: Thank you.

Al right. Nancy Rader

MR. RADER: Good norning. |'m Nancy Rader with the
American Wnd Energy Association. | wll keep ny comments very
brief.

First, let me just say that we do support the comments
just made by Bill Carlson on behalf of the Renewabl es | ndustry
Coal i tion.

Second, 1'd like to express our appreciation to the



Conmttee for allocating and adequate | evel of funding to
California s wi nd resources, which was acconplished by renoving
landfill gas fromtier two.

M/ third point is just to say that we continue to
believe that the three small changes which I think are
uncontroversial that we have submtted will produce a healthier
renewabl es industry at the end of the transition.

| won’t bel abor these three points. [I'Il just highlight
one of them W request that the tier two funds be allocated
evenly over the four transition years instead of being ranped down
over tine. And that’s to encourage capital inprovenents to
continue to be nmade throughout the transition period.

I f the incentive paynent declines over tinme there wll
be I ess incentive to nmake capital inprovenents in the later years
of the transition. Qur goal is to continue to nmake repairs and to
keep production up during the transition period while the stranded
asset charge is in place so that we are in good shape when the CTC
ends in the year 2002.

Thank you for considering these | ast few requests, and
thanks to the Commttee and to the staff for the hard work that
you’'ve put into this process.

PRESIDING COMMISSIONER MOORE: Thank you very nuch.

Bob Judd.

MR. JUDD: Madam Chai rman and nenbers, ny nane i s Bob



Judd, |’ m speaking on behalf of the California Solid Fuel bionass
power industry.

For those of you who have not been part of the
Conmttee, this is a collection of 40 wood-fired power plants in
the State of California, in the valleys and the foothills of
California. W also are part of the Renewabl es Coalition
pr oposal .

W ask, as M. Carlson did, for your response to the
three remaining i ssues that we do have. W are hopeful that the
vote of the Conmttee will allowus to go forward with you to
support the Conmm ssion reconmendations to the Legislature.

| will pare down ny remarks because many have been noted
before. Regarding the |larger debate that’'s going on here, we have
all seen, and each of you have particularly seen that there are
many people pressing for dollars, for these limted dollars. The
question arises how to deci de.

It seens to nme that you have to go back to where you
started and you have to question the need for these dollars. A
| ot of people want dollars in this process, sone of them need
dol I ars.

| can tell you that our industry needs dollars. W have
| ost ten of our biomass power plants in the state that are
not hbal I ed and sitting on the sideline because of the economc

uncertainly created by this deregulation process. That's 1200



jobs in rural California that have gone by, not counting the
infrastructure erosion and | oss of jobs in our fuel supply
infrastructure. Need is inportant.

You al so have to ask yourself: Wat do you lose if you
don’t provide an adequate |evel of funding for these technol ogy
request s?

In our case, you face straight on the issue of stranded
benefits because the solid fuel biomass industry is not just about
electricity, but it’s about air quality and waste managenent and
forest health. To the extent the plants close up, you | ose
nmeasur abl e quantifiable benefits in each of those areas.

Then you have to ask: How about wei ghing the val ue of
each of these proposals.

I n our case, we’'ve denonstrated the direct value to
this. Not only we have denonstrated, but the Air Board has, two
federal |y sponsored have. You know what you | ose in the case of
t hese bi omass power plants, and sone of the other existing
technol ogies as well. You don’'t know know what you | ose in sone
of the enmerging technol ogi es because you have no i dea what you're
going to get other then w shful thinking and hope for the future.

W are working very hard to shift the costs or our
i ndustry off of the electric ratepayers. That is the non-electric
costs so that the electric ratepayers pay for their electricity we

provide and other parties who benefit pay for the rest. W’ ve



introduced two bills in to the Legislature already on this, and we
are aggressively pursuing that in response to the |egislation.

QG her parties you ve heard from The agriculture
i ndustry, the Rice Industry Association, the Departnent of
Forestry, the Forestry Association, the |list goes on and on,
sinply will not |ess the biomass industry disappear. That is why
we are confident that we can neet the test of 2001 comng to
mar ket on this.

Coupl e very quick points. W are very troubled by the
| anguage in the report that allows dollars to go to vendors of PV
systens, but it does not require the technology to be installed in
California before they can obtain revenues. W think that in your
support of the PV industry, which we do not question, it appears
in the text that the equi prent could be build here and sold in
| ndonesia. And we don’'t see any energy benefit to California
what soever, in that we see an enpl oynent benefit, but no dollar
benefit.

If I"’'mwong on that, correct me. But as | read the
report, 75 percent of this material could be exported, and that
does not seemto address the issue of renewabl e energy for
Cal i f orni a.

COMMISSIONER ROHY: Excuse nme. Could you give us the
specific citation on that?

MR. JUDD: Could I ask one of ny coll eagues to do that



while | conclude ny remarks?

COMMISSIONER ROHY: Certainly.

MR. JUDD: In the exclusions fromthe existing support
of renewabl es, existing renewables, this is on Table 2-1 on page
10. The tabl e excludes fromsupport on site sales and sales to
munis. | think that there is a need for a clarification there.

Per haps on site sal es should be excluded, but over-the-fence sal es
shoul d not be excl uded.

On site sales, that is over-the-fence sales are no
different than utility sales, and should be given the sane
incentives as SO4 contracts.

Muni sal es begi nning after 09/23/96 should not be
excluded as long as the muni is collecting the public goods charge
mandated by AB 1890. That is the case for energing technol ogies.
If the munis are involved, the emerging technol ogies can sell to
them But it is not the case for existing technologies at this
poi nt .

The sane | anguage should apply to existing, new and
custoner incentives both over-the-fence and nuni sal es shoul d be
subject to incentives if they are done after we exit our utility
contracts.

COMMISSIONER SHARPLESS: | have a question.

Marwan, would you like to ask a question?

MR. MASRI: I"msorry. |1'd just like to respond that



it is very clear in our mind in the report that in state

generation that is to be supported. So if PV panels manufact ured

shi pped out of the state are not eligible for support. If we find
the exact reference we will | think clarify it, but that is the
intention.

COMMISSIONER ROHY: Wul d you cone forward with that,
pl ease?

M/ under standing, Marwan, is the staff and Conm ttee
intend that they be installed in California?

MR. MASRI: Right. GCeneration in California.

MR. ELLERY: Yes, Bob Ellery with Sierra Pacific.

| think the confusion conmes in on page 34 where you tal k
about the distribution nechanism There is in the first
par agr aph, second sentence reads, “Photovoltaics, for exanple,
require a different formof support than that needed by central
station technol ogi es; photovoltaics requires broad i ndustry-w de
assi stance as opposed to financial assistance for one particul ar
facility.”

| guess when reading that we cane to the concl usion that
if you' re not supporting a particular facility, then you' re
potentially supporting a vendor of that technol ogy and that
therefore that vendor support -- | nean, because you ve left it
totally wde open as to the type of support. That you could, for

exanpl e, provide a loan to a manufacturing facility to increase



their manufacturing capability, and that therefore, that vendor
could sell his product in Indonesia and not into California.

So that’s, you know nmaybe we’'re msinterpreting the
words, but the words | ook to be very w de open.

COMMISSIONER ROHY: VW want that to happen al so, but
not under this bill.

MR. ELLERY: I"mnot against it. | agree with your
statenment, but | didn't think that was the purpose of the noney.

COMMISSIONER SHARPLESS: Mar wan.

MR. MASRI: Yes. On page 48, which is definition of
ener gi ng technol ogy, we do say, “The term ‘energi ng renewabl e
resource technology’ is defined as a renewabl es resource
technology located in California...” So in other words, the PV
technology itself located in California.

| think what M. Ellery is pointing out on page 34, the
intention there is that to capture the benefits of the econom es
of scale, that is to help A an energing technol ogy cone down on
the cost curve, that the assistance wll have to consider -- be
the context of what’s happening with the total industry itself.
And on a project-by-project basis when we m ss the mai n purpose of
that commercialization, which is to reap the benefits of econom es
of scal e by reducing cost.

So it is not intended that the assistance woul d be given

to any PV systemthat does not end up generating power in



California. But we can work with clarifying that.

COMMISSIONER SHARPLESS: Ckay, fine. Noted point.

MR. JUDD: Thank you.

Rat her than reiterate further points that had been nade
by M. Carlson, we again thank you for listening to us during the
course of this. W hope we can find sone relief during the
sessi on today.

W have tried to provide a nethod for the Comm ssion to
respond to the concerns of the existing renewabl e industry while
neeting the 40/40 test in the bill. And we ask that you take the
results of a recent nunerical analysis that indicate that you can
do that by allocating the specific portion of the consuner
incentive noney to new. |If you d take that under advisenent as
you make your deci sions today.

COMMISSIONER SHARPLESS: Thank you.

Mar wan, you had a comment ?

MR. MASRI: If I may clarify another point --

COMMISSIONER SHARPLESS: Sur e.

MR. MASRI: -- about over-the-fence sal es.

COMMISSIONER SHARPLESS: Ri ght.

MR. MASRI: That the Commttee points out that one
thing in common of over-the-fence sales and sel f-gen, one thing
they have in common is that they are not subject to CTC. So it is

not quite accurate that over-the-fence sales are the sane as



utility sales. |If they don't go through the utility grid they may
not be subject to the CTC which is a large incentive in itself.

MR. JUDD: Vel | they are, however, netered sal es,
contrary to what the text of the report says. And we think that
they should be --. Wat we want to do is incentives the reasons
where our facilities get beyond their contract and over-the-fence
sales is one way to encourage that.

COMMISSIONER SHARPLESS: Ckay. Thank you, M. Judd.

Tom H nri chs.

MR. HINRICHS: Conmi ssioner, 1'd |ike to pass out
just a one-sheet docunent here.

[ Docunent distributed.]

MR. HINRICHS: And I'’m Tom H nrichs, representing the
Geot hermal Energy Associ ati on.

In anticipating that you m ght nake some specific
changes today as you adopt things, | highlighted sone areas for
geot hermal that have been addressed. And this is specifically to
ki nd of highlight those and be sure that there is an understandi ng
bet ween t he geot hermal industry and the Energy Conm ssion.

Item1l is on page ES-12 in the third paragraph and the
definition of “existing renewable resource facility.” W would
like to have added to that “or was acquired through utility
di vestiture on or after Septenber 23rd, 1996.”

In your report you have indicated that, and for



geothermal we’'re specifically tal king about the possibility of
P&E plants at the geysers being divested. |If that was the case,

| believe your report indicates that they would qualify for AB
1890 noney. So that | wanted to highlight just to see if that was
an agreeabl e aspect with the Comm ssion.

COMMISSIONER SHARPLESS: Vell |I'’mnot sure that the
problemis you re trying to solve. Wy would they not, if they
were operational prior to Septenber 23rd, 1996, what woul d
owner ship -- how woul d ownership affect that?

MR. HINRICHS: Vell, they --

COMMISSIONER SHARPLESS: Are you getting to
sonething that we’'re not aware of ?

PRESIDING COMMISSIONER MOORE: Omership by an | QU?

MR. HINRICHS: Let’s take the geysers plants
specifically. They are presently owned by an IQJ. If those are
di vested during the process and they are acquired by an
organi zation that then takes the output fromthose plants and puts
theminto the market and not under contract, | just want to be
assured that they would qualify as existing facilities.

PRESIDING COMMISSIONER MOORE: Understand. And |
think that probably the easiest way that we can nake these is,

Tom nake you points in the case where we are going to have to
turn to counsel for a clarification, which we probably would on a

question like this, we will do it at the end of the hearing.



So it's easier for you to get your points on, then we
can take notes on it and respond.

MR. HINRICHS: Ckay, fine.

The next one is associated with the itemthat has been
di scussed of a potential new geothermal project in the very
northern portions of the state that |ikely because of transm ssion
and contractual things may nmarket their power outside of
California. That could be all of the project output or it could
be a portion of the project output.

The itens that have been considered there in those
di scussi ons we have highlighted that finally we will take care
when considering funding for generation fromfacilities that is
sold to municipal utility custonmers or to out-of-state custoners
to ensure that reliability, econom c devel opnent and environnent al
benefits will accrue to California I QU ratepayers. And
applications for funding for such facilities will be required to
make a showing to that effect. This is to cover that specific
situations in Northern California.

The other one Bill Carlson indicated the desire to have
sone flexibility in funding in anticipation that you may consi der
staying with the production incentives. Looking at sone specifics
associated with the size of geothernmal plants, it would be nost
efficient in the utilization of the funds. |’ mnot talking about

addi tional funds, but just the utilization of them to have them



pai d out over an eight-year period rather than a five-year period.

W initially asked for ten additional, and insight
i ndi cates that an eight-year period would be adequate to naxim ze
the efficiency. So that’s a specific request that we have.

The di scussi on of additional funding com ng out of
energing to existing in anticipation that those percentages nmay
stay as they are, it seens |ike that the rollover ought to be into
t he new technol ogies of that three percent rather than the
energing. Certainly the intent of all of this is that after the
transition period we are into a conpetitive nmarket, so why not
have that put into new technol ogies rather than energing. And we,
of course, support changing tier three target price to three
cents.

PRESIDING COMMISSIONER MOORE: Thank you, M.

H nrichs. Appreciate your remarks and your submttal

I"’ma little bit behind the mark that | indicated, but
Mar k Ti nmer man.

MR. TIMMERMAN: Thank you, Madam Chai r man and
Conmm ssi oners.

PRESIDING COMMISSIONER MOORE: Madam Chai r.

MR. TIMMERMAN: Par don?

PRESIDING COMMISSIONER MOORE: Madam Chai r.

MR. TIMMERMAN: Ch, I'msorry. Madam Chair is gone,

and Conm ssi oners.



[ Laught er]

MR. TIMMERMAN: Mark Timmernman with the California
Manuf acturers Association. | appreciate the opportunity to speak
today. Qut of turn here. | amleaving town quickly.

[ Laught er]

MR. TIMMERMAN: | want to al so thank the Comm ssion
-- for good reason. But after |’ve discussed this issue | think
you can probably see we feel Iike we’'re the dog at the party
anyway.

W want to thank the Comm ssion for all the hard work.
We know that AB 1890 is a very difficult tinmeframe and a
tremendous task. W were cosponsors of AB 1890 and went through
the incredible process that ensued.

| want to speak today on the consuner side account and
the $1,000 linmt that has been put upon the industrial users. |
think first it’s inmportant to note that under AB 1890 as peopl e
that negotiated on the $540 mllion, we saw basically three
benefits of the renewable program One was reliability; tw was
diversity; and three were the environnental benefits that are
accrued fromthe existence of various plants and new technol ogi es
that are evol vi ng.

Specifically, the need for the $540 mllion we believe
was a viability issue, an issue that said that there were a nunber

of entities that were evolving and mght be able to conpete in



future markets, but they could not conpete under today’s dollars.
The fact is a viability issue is a marginal issue. It is whether
or not plants in the future will be able to conpete at a
conpetitive price with those other producers of energy.

The thousand dollar limt creates a substantial problem
we believe, for those people that are producing the power, not so
much for the consuners. The consuners will be bidding into and
buying froma very vibrant nmarket over tine. But the fact is as a
margi nal issue if one cent per kilowatt hour nmakes a big
difference to those peopl e produci ng power, then the place where
that one cent will be nost noticeable will be to the educated
custoners out there.

If you're in a region where they may be one facility
that is produci ng bi omass power and there may be one facility that
can buy the biomass power, it seens ridiculous that we woul d
exclude that facility from buying that one-cent difference because
they will be the facility who will give you the best narket
information and the best educational information on whether or not
t he penny nmakes the difference.

So we believe that what happens if you take this
consuner side account and you exclude a part of the nmarket that is
a fairly well educated part of the market, that part of the narket
will find other markets. There is no doubt abut it that they are

going to be out there actively |l ooking for the best priced power.



And |I'’mnot arguing that in any way that they should
sonehow get a di sproportional amount of the noney, because then
again you would be sinply injecting yourself into the consuner
side of the market. But what I’'msaying is that if in fact a
custoner is available, it’s an industrial custoner and is
avai |l abl e for that one cent, then you want to know that. You want
to send the signal to that particular renewabl e that they are
i ndeed very close to the nmarketpl ace.

COMMISSIONER SHARPLESS: Could I nmake a point?

MR. TIMMERMAN: Sur e.

COMMISSIONER SHARPLESS: I think you re making
actually the point that drove the Commttee to the decision, and
that is that we want to build a market that will be sustainable
beyond a rebate. And it seened to the Conmttee as we received
evidence on this that the people who are going to buy green are
going to find a value in renewabl es even if the price is higher
than the goi ng market.

And if in fact we are going to have a sustai nabl e
market, if in fact renewables will be above the market clearing
price, we need to have a nmarket that will continue to buy
renewabl es for that additional val ue.

In the industrial world, you re driven by the profits
that you can nake, as well you should be. | neant that’s not a

bad thing; that’s a good thing. That’s what nakes our econony



vibrant. But it doesn’'t nmake a renewabl e market sustainable
necessarily.

And so it was a concern that we really ought to be
focusi ng the consuner programin an area where we thought it could
remai n sustainable after the rebate. And that’s really what has
driven the Conmttee to take the position that it has. And sort
of your argument woul d seemto support it.

MR. TIMMERMAN: Vell, | don't disagree that there may
well be a green market that is only a penny away fromthe
conpetitive market. And to that extent, we support that and we're
happy that residentials and agriculture and all of those people
w |l be participating in that.

But to the extent that the viability issue of a
renewabl e needed to have that penny to exist and the rest of that
mar ket doesn’t evolve, it seens to ne fool hardy to exclude a
potential customer. Because if the industrial custoners buys, |
agree with you conpletely. They are going to buy strictly on the
need because of the marketplace. They are going to ook at it
froma profit perspective and say, “This nmakes good sense.”

In this particular case, we are only tal king about one
cent, and we’'re tal king about viability, and we’re tal king about
pronoting the green market. Wat |'’msaying is you re taking out
of that mx the viability aspect of custoners that can hel p that

particular facility continue.



And the reality is if at the end of the transition
period they are not now conpeting, correct, as the green narket
evolves if they are not now conpeting it’s either going to
di ssi pate and those rel ati onships with big custoners are going to
beconme very inportant.

What you are doing in this case is you are prejudging
that the big custoners will not have the relationship. It will go
el sewhere.

If that custoner is within one cent, it seens to ne that
it meets all of your goals to want to devel op those rel ati onshi ps.

The other issue that | think is worth noting is -- and
this is not sonething that | think is huge for ny nenbers, but the
reality is the one thousand dollar limt that you put in this, you
know | think is -- that’s why | said | think we’'re the dog at the
party, because obviously you re throwng the dog a bone. ne
t housand dollars for nost of our nmenbers is sinply not going to be
worth the paperwork. So it nakes no sense to set the one thousand
dollar limt. It really is kind of a slap in the face.

And | appreciate that there are conprom ses that people
try to strike in reasonable situations. But the fact is nost of
our people are going to have to have at |east two providers at
that point, and it’s not worth the paperwork to have that one
t housand dol | ar provider.

Lastly, and I'lIl leave you with this, and I'll leave it



for the attorneys because | certainly amnot an attorney, but |
think that there is a question within 1890 whether or not this is
not cost shifting; 1890 specifically says that there shouldn't be
cost shifting. This is noney. This is noney basically taken out
of the CTC pool. It is noney that is agreed upon that cane out of
the CTC pool. It is a proportional dollar that conmes from--

COMMISSIONER SHARPLESS: Actually it’s a surcharge.

MR. TIMMERMAN: Correct.

COMMISSIONER SHARPLESS: There’s a portion of it

that -- but it’s a surcharge.
MR. TIMMERMAN: It’s a transition charge.
COMMISSIONER SHARPLESS: It’s a surcharge as opposed
to the CIC

MR. TIMMERMAN: But it is part of the conpetitive
transition charge.

COMMISSIONER SHARPLESS: Vell, noit’s not in
reality. |It’s a surcharge that the Legislature allocated as a
support to public policy prograns. | think there’s a vast
di fference there.

MR. TIMMERMAN: | think that the intent of the
| egislation was that there should not be cost allocations, cost
shifting. | think that's fairly clear in the legislation. 1In
this case the noney cones proportionately fromindustrial and it’s

sent back unproportionally.



Again, I'mnot even -- |let the attorneys get into that.

Bottomline is this: That the purpose of AB 1890 was to
create a vibrant market, a vibrant market for producers and
consuners of power. W think that the goals of this programare
very worthwhile. W think that this is nmettling on the denmand
side in such a way that does not acconplish your goals.

| truly believe that if industrial users want to buy
green power and this one cent nmakes the difference, they will be
good custoners for these people and you shoul d not exclude them
and | hope you' |l consider that.

COMMISSIONER ROHY: M. Timrerman, earlier this
norning we heard a witness ask for an industrial cap at a percent
of the industrial use of electricity, as ny crude notes say. |Is
that simlar to what you re recommending? So if industry uses 30
percent of all electricity, 30 percent of the rebate should go to
i ndustry? That’s a question.

MR. TIMMERMAN: " m sayi ng 30 percent should be
avai l abl e to industry.

COMMISSIONER ROHY: Avai | abl e, yes

MR. TIMMERMAN: Yes. It should be --

COMMISSIONER ROHY: Is that the point you' re trying
to make?

MR. TIMMERMAN: Yes.

COMMISSIONER ROHY: And that’s | think what an



earlier speaker was sayi ng al so.
PRESIDING COMMISSIONER MOORE: Yes, the Coalition

i ndi cated that.

MR. TIMMERMAN: | think it should be avail abl e.
Correct.

COMMISSIONER ROHY: Thank you.

PRESIDING COMMISSIONER MOORE: Thank you very nuch.

Kevin WIIians.

MR. WILLIAMS: CGood norni ng, Conmm ssioners. M/ nane
is Kevin Wlliams. |I'’mwth the Stanislaus County Departnent of

Envi ronment al Resources, and |’ m here on behal f of Stanisl aus
County.

Stani slaus County and the Gty of Mddesto are partners
with Martin Systens of Stanislaus in the Stanislaus Resource
Recovery Facility, an 800 ton per day municipal solid
waste-to-energy facility. The facility generates electricity
which is sold to Pacific Gas and El ectric under the terns of a
standard offer 4 contract. Cbviously Stanislaus County is a
st akehol der in the outcone of this policy report on the AB 1890
renewabl es fundi ng.

In testinony given at public hearings before, and
witten cooments to the Renewabl es Program Comm ttee, Stanislaus
County has expressed this concern that its technology is not

i ncluded with bi omass technol ogy for purposes of renewabl es



funding allocation. Despite these efforts, and even though
nmuni ci pal solid waste technology is included with biomass under
Section 383(a)(2) of AB 1890, the policy report places nunici pal
solid waste and bi omass technol ogy in separate and unequal funding
tiers.

| ask that you reconsider this decision, and pl ace
nmuni ci pal solid waste technology in tier one with bionmass
technology. It is both Iogical and defensible to do this, as
t hese technol ogi es are conparable to each other in terns of
t echnol ogy, costs and benefits to society.

In fact, nunicipal solid waste technology is nore
simlar to biomass technology than it is to the other tier three
t echnol ogi es such as geothernmal, small hydro, digester gas and
[andfill gas in which it is now placed.

Aside fromthese simlarities to bionass technol ogy,
muni ci pal solid waste technol ogy shoul d be grouped with biomass
because that’s were AB 1890 puts it. |In fact, if the policy
report on AB 1890 renewabl es funding sinply defined bionass to
i ncl ude nuni ci pal solid waste technology as it is in Section
383(a)(2) of AB 1890, our concern would be fully addressed. This
in fact is the sinplest fix.

Thank you for your consideration of these comments, and
| respectfully ask that they be addressed in the policy report on

AB 1890 renewabl es funding which is submtted to the Legi sl ature.



PRESIDING COMMISSIONER MOORE: Thank you, M.
Wllians. [|I'’msorry | nmade you wait over your tinme limt.

MR. WILLIAMS: That was no probl em

PRESIDING COMMISSIONER MOORE: Appr eci ate your
com ng today.

MR. WILLIAMS: Thank you very nuch.

PRESIDING COMMISSIONER MOORE: Les Nel son.

MR. NELSON: Good norning, Commssioners. |'d like to
ask, if I may, that Raju Yenanmandra follow ne. He' s got a card in
as well. He' s going to speak on the sane topic.

PRESIDING COMMISSIONER MOORE: Sur e.

MR. NELSON: Thank you.

|”m here today, Les Nelson with California Solar Energy
I ndustry Association. |’ mhere today representing not the PV
i ndustry but the energing solar technology industry. | think
that’s an inportant distinction.

A lot of comenters today have nmade it clear that they
bel i eve that energing technol ogi es consi st of one technol ogy, and
that’s PV technology alone. And | thinks it’s incunbent on
everyone to recogni ze that there are nmany technol ogi es that coul d
fall into the energing technol ogy category. PV is one of them
PV is one of the nearer termones, we believe, wth sone of the
nmost prom ses of all the technol ogies.

However, there is no doubt in ny mnd, and in fact |’ve



been told fromw thin the CEC that nany ot her technol ogi es,

i ncludi ng sone of those represented here today are already
starting to make bids on being considered an energi ng technol ogy.
So we recognize the difficulties that you ve had to deal with in
this process quite clearly, and understand that the acconmodati ons
that you ve cone to have led you to the point where you' re at a
ten percent allocation today.

W appl aud your willingness to resist the nunerous calls
that we’ve all heard to go down below ten percent. W know it has
been difficult to do that. Nevertheless, we started out at a much
hi gher nunber, and | think we’ve conme down further than any other
technol ogy category to reach the point where we are today.

Al'l of this taken into consideration, we nuch still go
on record as being in a position of strongly believing that ten
percent is not adequate to do what we believe needs to be done to
commerci al i ze both photovoltaics and all other solar technol ogies
in the years to cone.

VW believe that there is a great opportunity to attract
new conpani es and new manufacturing facilities to the state. W
believe that a 90 percent allocation to existing and established
technol ogi es, which is what on the face of it the recomendati on
is, would send an incorrect nessage to conpani es contenpl ati ng
moving to the state. It also sends an incorrect nessage | think

to conpani es who already are here and who are being actively



pursued by other states to nove with significant incentives.

Again, all this is in context of the fact that we
understand that this has been a very difficult allocation process.
We think the record needs to be clear though that ten percent is
bel ow what we believe is needed.

To address just one point that was brought up today of
the many that suggested that noney should cone away from energing,
it’s apparent that sone have not read the initial PV industry
proposal and how it proposed to allocate funds, AB 1890 funds.

It, in fact, would not send a dollar to manufacturers or vendors.

It would, in fact, send noney to the end users to
incentivise their purchase and the ownership of PV systens, which
we believe is clearly the nost market-driven nechani smof al
t hose proposed here. Actually encouraging end users to own and
operate equipnent is the ultimate, and is actually where we
believe this market will end up going eventually in years to cone.

So while particularly after hearing the initial comrents
today we have no realistic hope that we’'re going to exceed the 10
percent nunber, we renmain commtted to pursuing a nore equitable
allocation in the nonths to cone.

COMMISSIONER MOORE: Thank you, M. Nel son.
Appr eci ate your conments.

Qur | ast speaker before lunch will be Dan Wiitney. n,

|’msorry. Excuse ne, | went straight past you. Excuse ne.



MR. YENAMANDRA: | just want to nmake a qui ck coment.
M/ nane is Raju Yenamandra. |I'’mw th Sienens Solar. And this
norning | conme here, | was not planning to nake a conment on the
exi sting technol ogi es. However, after hearing some of the
conmments |’ mconpelled to do so.

The 45 percent that is set aside for the existing
technologies really is front-end | oaded, and by the tine if you
take cost of noney into consideration, the overall actual noney
that you' re going to be getting is over 50 percent. And anybody
can figure that one out based on the cost of noney of a specific
i ndustry.

That’s one point | want to nake.

The second one it is hearing the comments today it is
very very obvious we are not part of the, quote, renewable
industry coalition. And that cones very loud and clear. And |
want to just say this, 25 percent of the worl dw de production,
manuf act uri ng production, of photovoltaics is based in California.

V¢ have had the | eadership position, and we have
mai ntained it all these years. W ourselves as a conpany Sienens
Sol ar have invested over half a billion dollars in this
technol ogy, and we are right on the verge of being profitable.

What we have on our hands is we have Japanese
manuf acturers who are a four-year programw th over a hundred

mllion dollars per year in governnent funded prograns, the grid



connected prograns there, and we have no response to that one. $So
we have a real live industry here that is vibrant today that can
and is being threatened by prograns as fair, and we intend to stay
in California provided there is an incentive for us to stay here.

And to that end, what we really request for us to nake
sone future investnents, both in technology as well as in
infrastructure devel opnent here for grid connected systens, we
strongly recommend that the 10 percent be raised to 15 percent and
that could be clearly earmarked for photovoltaics and that m ght
be very nmuch within the franework of the 40 percent that you have
for the new and renewabl e floor that you have in the plans.

And, also, this would help in terns of the timng, the
four years that we have for this programwould help in not only
t he product and technology maturing to bear that truly cost
effective once the subsidies are taken away, but also it would
have the trained installation infrastructure through education and
other things that we are started al ready.

Thank you for your tinmne.

PRESIDING COMMISSIONER MOORE: Thank you. And |
apol ogi ze again for passing you by. Not intentional.

Dan Wi t ney.

MR. WHITNEY: CGood norning. |’mDan Wiitney fromthe
Sacranmento Municipal Wility Dstrict.

SMUD i s sonmewhat concerned in the constraints that are



included in the funding fornulas as they may in fact inpede the
sustai ned orderly devel opnent of photovoltaics. 1In particular,
SMUD experience shows the necessity to | everage all sources of
funds for the success of introducing emerging technologies. Wth
that in mnd, we would ask that you woul d consi der supporting
flexibility in structuring the paynent schedul es that woul d be
included in the consunmer accounts.

The criteria should apply to the entire proposed project
or program when those proposals cone forward and consider the
entire duration of the project and not be expended just on a
year - by-year basis.

As you are well aware, there is a lot of support for
renewabl e technol ogi es, and SMJUD has recently done a survey of
sone of its custonmers on this, and | have a slide here | would
i ke to show.

This was done wi thin our service area of our custoners,
and it shows the very strong support that we are hearing from our
custonmers for the variety of these technologies. dearly, solar
stands far and above the others, and so the support and the whol e
programthat we offer for solar through the AB 1890 programis
certainly going to get a lot of attention on the part of our
cust oners.

Are there any questions?

PRESIDING COMMISSIONER MOORE: No. Thank you for



advising us of the alternative market. W'’'re assured that it’s
out there, and we have great hopes that it will be easily
accessi bl e by all consuners.

Wth that, I'mgoing to call a luncheon recess. W'||
be back here pronptly at one o’ cl ock.

[ Luncheon recess taken from 12:00 to 1:13 p. m]

PRESIDING COMMISSIONER MOORE: Policy report on AB
1890 renewabl es funding, and again the same rules apply. W're
going to ask you to limt your remarks to under three m nutes and
to el aborate on points that were not nade in witten testinony to
each of the Comm ssioners. W’ |l take testinony, and we’ll renmand
this to the Comm ssion at large for a decision later this
af t er noon.

Wth that, let me open with JimKennelly and Al an
Pur ves.

MR. KENNELLY: M/ nane is JimKennelly. 1'm
representing the Counties of Orange and Sonoma, and the Cty of
Sacranento, and al so a broad coalition of organizations that
support the production of energy fromlandfill gas. W would Iike
to talk to you about four topics, and we’re going to nake them
brief.

First, very quick background on landfill gas for those
comm ssioners that aren’'t famliar with our technol ogy.

Second, we need to correct sone inaccurate information



that was given recently to the Conm ssi on.

And, third, we’'re going to show why you should return
our technology and its associated funds to tier one.

And, finally, we're going to tell you what we’re going
to do with those funds to nake oursel ves nore conpetitive and neet
t he market.

You shoul d know there’s 180 negawatts of landfill gas
energy produced in California. That's represented by 28 plants,
23 of which are privately owned. W have another 10 plants that
are shut dowmn. And there’' s supposedly 500 negawatts of potenti al
landfill gas yet to be devel oped.

Landfill gas is the only renewabl e energy that you're
going to hear fromthat is required by state and federal |law to be
col l ected and destroyed. Now the current acceptabl e and probably
nost prevalent way is to flare that, just to burn the gas.
However, the Adinton Admnistration pledged to the internationa
community in the 1992 R o Conference on dobal Warm ng that the
United States woul d make significant reductions in the greenhouse
gases such as landfill gas.

And in the report that followed that the US has now put
out and the EPAis following with an entire division. There is a
specific goal that says that landfill gas shoul d be used for power
gener ati on.

W'd now | ike to take up the second topic, and that’s



sone inaccuracies that we would like to correct.

MR. PURVES: M/ nane is Al an Purves, and | represent
Lai dl aw Gas Recovery Systens as well as being part of the |andfil
gas industry coalition

|"d Iike to begin by reviewing briefly landfill gas
positions in the three draft commttee reports issued.

In the first draft report landfill gas was included with
bi omass at a potential funding |l evel of $140 mllion. This we
consi der appropriate and support ed.

In the second draft report landfill gas was noved to a
tier two subaccount along with wind at a total funding |evel of 81
mllion. Al though neither we nor apparently w nd consider this
appropriate, we recogni ze that not everyone could get everything
they wanted, and in a spirit of conprom se we accepted this
recommendati on and endorsed it.

In the latest draft report we were disnmayed to find that
landfill gas had again slipped a notch and was now in tier three
with total potential funding of less than $38 million, at perhaps
zero if we believe sonme of the projections nade today, and
significantly | ower target prices.

VW believe that the Conmttee’'s decision to nmake this
| at est nove was based on erroneous factual and cost information
about the landfill gas industry. Today |I'd like to set the record

straight with respect to landfill gas costs, cost shifting and the



guestion of federal tax credits.

Unfortunately, as shown in this slide, landfill gas
costs currently are conpatible with the nost costly renewabl e
resources as neasured by independent agencies of the state and
f ederal governnent.

Sone references have been nade to potential cost
shifting abilities that the landfill gas industry has because of a
unique ability to shift costs to landfill operations. This is
patently untrue.

As nmentioned earlier, 23 of the 28 landfill gas plants
in existence have totally different ownership fromthe |andfill
itself. The only relationship that exists between the two parties
is a contractual relationship.

Eight of the landfill gas operations are at closed
landfill sites. They have no landfill fee incone and no cost
shifting is feasible.

Both private and public landfill operations operate in a
conpetitive environment. There have been exanpl es in Southern
California of both private and public agencies attenpting to raise
landfill fees. This has driven away volune with all the economc
and environnental inplications of hauling trash for |onger
di st ances.

And finally fee increases at public landfill sites may

be subject to the California Proposition 218 approval process.



As a biomass technol ogy, landfill gas, |ike other
technol ogies, may qualify for federal tax credits. Wnd is an
exanpl e, also qualifies under Section 45 of the Internal Revenue
Code. However, in the case of landfill gas the IRS has
specifically ruled that direct electrical production fromlandfil
gas wi thout an arns seal does not qualify.

As a result of this, any federal tax credits belong to
the owner of the landfill gas, not the generator of the
electricity. And I would rem nd you that in 23 of 28 cases these
are separate entities.

Secondly, any tax credit that does accrue to |andfil
gas is not 2.6 cents per kilowatt hour on a revenue equival ent
basi s as has been represented to you.

Section 29 tax credits for 1996 are just over one dollar
per mllion BTU.  This is equivalent to about one penny per
kilowatt hour for a nost efficient electrical generating plants.

Again, given that many landfill gas producers cannot use
the tax credit directly, a funding mechani sm has been used and a
nore realistic average revenue equival ent would be a half penny or
| ess.

| would remnd you again that this support is avail able
only to the landfill gas producer, not to the electric generator.

What we woul d like you to do today we’d urge first of

all that your final report to the Legislature recognize the true



cost structure of the landfill gas to energy business; delete
specifically in your conclusions in page 24 that we do not need
addi ti onal support; and Appendi x A page 4, renove the reference
to the fact that we can survive in part by cost shifting.

W would Iike you to include existing landfill gas
projects in their appropriate place in tier one with simlar cost
t echnol ogi es.

And, M. More, | did listen very carefully to your
openi ng remarks, and |I guess | could nake a visual point by
throw ng away all the pages that |’ve del eted based on
specifically your reference that your current proposal was a well
t hought out docunment and | believe you said a tightly strung
barrel. Relocating technologies fromtier to tier is not possible
wi t hout upsetting the overall bal ance.

| woul d, however, suggest to you that the precedent
al ready established by noving landfill gas fromtier two to tier
three along with a specific $10 mllion funding establishes a
uni que opportunity for the Commssion to reposition |andfill gas
intier one along with the $10 nmillion without creating the dom no
ef fect that concerns you.

In fact, we’'re sinply asking that you reverse the change
that you nmade fromdraft two to draft three, which we believe was
based on erroneous information and reposition landfill gas al ong

with the 10 mllion funding allocation.



PRESIDING COMMISSIONER MOORE: Thank you.

MR. KENNELLY: Qur final point is one that has been
brought up by the Commi ssion, and a very fair one, and that is:
What are you going to do with the noney?

And 1'd like to tell you that because if you put us back
into tier one we’ve got specific plans, sonme of which are already
under way, to use this noney as a bridge to becone conpetitive in
an open mar ket .

The first thing, and I think many other technol ogies
will be doing this, are going to buy down capital. And it may be
said it should have been done earlier, but it’s going to be done
now. In many cases it is. There' s going to be staff reductions,
and a lot of that is going to be down through consolidation.

W' re | ooking at increased automation. For instance,
automatic synchronizing. W’'re |ooking at re-node operations. W
bel i eve the technol ogi es here that we coul d have unattended
facilities for further savings.

W know now there are new advancenents in nechani ca
systens. For instance, dry manifolds for |IC engines.

Caterpillars develop this, and there is now nore horsepower out of
t he sane engi ne.

And finally we think they’ Il be the conbining of

operations on a regional basis. A good exanple of that is the

Sout hern Bay Area where there’s projects owned by various peopl e



t hat coul d be conbi ned.

Not because of AB 1890, but we believe that you wll
see, and it’s already happening, and there’s just a consolidation
in the industry, sone of the weakers are going to go away, but the
strong will get stronger. And that’s happening right now.

So finally, please, we ask you to nove us back to tier
one where we were, today, so that your report will show the
| egi slators our true operating costs and profiles.

Thanks a | ot .

PRESIDING COMMISSIONER MOORE: Thank you very nuch,
gentl emen. W appreciate your comments.

Al right. Next speaker is Wayne Raffesberger. And I’'m
going to, with an eye on the clock, ask everyone to really stick
to the three-mnute limt or we’ll end up | osing Conm ssi oners
here for the vote.

MR. RAFFESBERGER: Good afternoon, Conm ssioners. |
am Wayne Raffesberger representing Coast Intelligent, Inc., a
small m cro cogenerator manufacturer

And before you today, and I will nmake ny remarks
extrenely brief, | just wanted to thank the Staff and the
Comm ssion for the report. | agree with it. | concur with it.

W can work with it, and we ook forward to working with the
Legi sl ature on your concl usi ons.

I’ma little bit out of sync in that at previous



hearings a couple of utilities, Edison and SD&E in particul ar,
have attacked us after |1’ve been to the podium So | don't really
know what they’'re going to say. So | suspect they' Il do it again
today. They’ ve been doing it since |last summer, but with that
proviso, | guess there’'s nothing nore I can say since | don’t know
what they’'re going to say today.

Thanks agai n and congratul ations to the Staff on their
report.

PRESIDING COMMISSIONER MOORE: Thanks. |
appreci ate your conments. | guess that explains the comments on
the part of all the 1QUs saying they had to foll ow Wayne.

[ Laught er]

PRESIDING COMMISSIONER MOORE: | sinply put it in
the category of, you know, had to get out early for a plane. Now
| under st and.

Al'l right. Ross Burgess, Supervisor, are you here?

MR. BURGESS: Thank you, Comm ssioners and Staff, for
your diligent work. You ve had to tackle sone very difficult
probl ens and canme up with sonme very intuitive and appropriate
sol uti ons.

| hope that you' ve all had a chance to review ny
prepared witten testinony when which | suggest that the tiers are
appropriate, the technology tiers are appropriate, but that the

all ocation to the various tiers of specific funds isn't. That the



end product could well be that none of the technol ogi es survives
if avoi ded costs is bel ow what everybody is anticipating that it
could be. And, therefore, in ny prepared testinony | advocate
that you elimnate the specific assignnments of any dollar anounts
to the tiers.

| would like to nodify that suggestion to a hybrid. In
fact, | would suggest that you elimnate the assignnent of any
dol I ar volume or any dollar anount to tier three.

Assigning those dollars to tier one wth the proviso
that the nonies assigned to tier one be used to fill the void if
one shoul d happen to exist in tier three. Rermain or retain the
2.5 cent target for tier three, and fill it out of tier one funds.
By doing that you will have acconplished the specific request or
requirement in the legislation to support the | east cost sources.

Thank you for this tinme and the good worKk.

PRESIDING COMMISSIONER MOORE: Thank you. Joseph
G eco.

MR. GRECO: Good afternoon, Conm ssioners. M nane is
Joseph Greco. | am Senior Manager of United American Energy,
whi ch owns and operates two renewabl e resource facilities in
Cal i f orni a.

W operate a 25-negawatt biomass facility in WIIlians,
California, which conbusts rice hulls to produce energy, and we

operate a 12.5-negawatt facility near Mddesto, California, that



conbusts whol e waste tires, approxi mately 6,000,000 per year, and
produces electricity for about 18,000 custoners, househol ds |
shoul d say.

M/ testinony today will focus on the Mddesto energy
facility. This is our first appearance before the Comm ssion. W
have, however, attended and nonitored the proceedi ngs of the
renewabl e program commttee carefully and have submtted witten
testinmony. W have assunmed since the outset and continue to
bel i eve now that our eligibility is self-evident and no nore in
question than that of the bionmass or geothermal facilities.

We have cone forward today because of the current draft
inthe commttee report in a surprising oversight that is entirely
inconsistent with equitable treatnment of all other eligible
facilities, sinply fails to recogni ze the Mbdesto energy facility
and does not attain it to a proper tier. W ask you today to
correct this oversight in accordance with the guidance set forth
in AB 1890 and in the inference in commttee report itself.

Actions on these issues today is justifiable for a
nunber of reasons:

First, AB 1890 clearly states that renewable funds are
to be used to, quote, support the operations of existing renewable
t echnol ogi es and provide fire suppression benefits and reduce
landfill materials. Further, AB 1890 approves allocation of funds

to those in-state facilities that generate electricity from ot her



t han conventi onal power sources.

These two criteria are the test for eligibility, and
Modesto facility clearly fits in both of them

Second, the conmittee report itself also establishes the
basis that our facility is eligible, but the report does not
follow through with the appropriate action

Let me refer you to the bottomof page 47 and at the top
of page 48 of the draft. By this definition nmunicipal waste,
bi omass or used tires that originate in California but are
transported outside of California for conbustion and conversion
into electricity will not be eligible for support.

This statenent establishes two realities: First, used
tires are recogni zed as a separate class of fuel that has equa
standing with the bi omass and mnuni ci pal waste facilities. And,
second, by defining what is not eligible, the report al so nakes
explicit what is eligible in-state conbustion and conversion into
electricity of the materials nentioned.

Third, the Mddesto facility is the only whol e waste
tire-to-energy facility in California. As such, it is a
technology in a class of its own serving to act as a public good
and reduce the anount of tires put into landfill.

Fourth, according to the criteria of the conmttee
report, which focuses on denonstrated need and taking into account

t hei r approxi mate average cost and ot her revenue streans, the



Modesto facility should be assigned to tier one of the allocation
table. W understand that the assi gnnent woul d not be opposed by
others currently included in tier one.

It does have a denonstrated need. A cross profile is
the sane as that of technologies in tier one and is not eligible
for current tax credits.

In regard to the future we can tell you that we have
al ready taken steps toward cost shifting that will nove the
facility to a market conpetitive position over time. In February
we introduced Assenbly Bill 375 in an effort to nodify waste tire
di sposal fees so that waste generators pay a | arger share of our
costs. Until this or a simlar legislation is passed and
i npl enented, we need to rely on the production incentives
aut hori zed by AB 1890.

I n conclusion, we ask you take action now to include the
Modesto energy facility in tier one of the allocation. W have
denonstrated its eligibility for funding, its unique technical
status and its eligibility for assignnent to tier one using direct
references fromAB 1890 and the commttee report.

On this basis, these reasons, and to ensure fairness and
consistent treatnent with all other technol ogies in your final
report, we ask for your support for our request.

Are there any questions?

PRESIDING COMMISSIONER MOORE: Questi ons?



Conmi ssi oner Shar pl ess.

COMMISSIONER SHARPLESS: Yes. | appreciate you
bringing this to the attention of the Comm ssion. And | think you
have | aid out sone grounds, but I would like to pursue one that
you have indicated and that is revenue streans. There is
currently, is there not, a 25-cent deposit on tires that goes into
a fund currently that deals, is meant to deal with the disposal of
tires?

MR. GREGO: It’s neant to deal with the di sposal of
tires, but we are not eligible for those funds. They are
currently being used by the Integrated Waste Managenent Board for
the | egacy piles and for grants which we have not been eligible
for.

COMMISSIONER SHARPLESS: Wy are you not eligible
for that nmoney? That anounts to about $8 million a year, does it
not ?

MR. GREGO: Correct. And currently what the
I nt egrat ed Waste Managenent Board is using those funds for is
strictly for the legacy piles and for the devel opnent of new
technol ogi es for the disposal of tires.

COMMISSIONER SHARPLESS: | don’t want to pursue this
di scussion, but |egacy piles, what’s a | egacy pile?

MR. GREGO: Existing piles. For instance --

COMMISSIONER SHARPLESS: You' re paying for existing



piles to do what?

MR. GREGO: To di spose of those.

PRESIDING COMMISSIONER MOORE: Vell, they're piles
of tires that have been there for literally decades.

MR. GREGO: Correct. Those are piles that have been
there for a significant amount of time, and the Board is
allocating funds for the renedi ati on of those piles.

PRESIDING COMMISSIONER MOORE: Wiere there wasn’t
any 25-cent per tire commtnent nade. Those were sinply pre the
| egi sl ati on.

MR. GREGO: That's correct, pre-legislation, and
they're currently offering grants. In AB 375 --

COMMISSIONER SHARPLESS: It just seens to ne that
it’s kind of a different situation than what we have heard from
the other biomass facilities where there are transportation costs
and a nunber of issues involved in biomass facilities that are
using ag waste or that are using forest waste.

And here we have, you know, a situation where we have an
exi sting revenue stream we have | egacy piles that are being dealt
with I don’t know how, nmaybe shredded, maybe nmade into road beds,
| don’t know what, but the economcs of the tire situation | don’t
qui te understand why the economcs of the tire situation doesn’t
all ow you to have a fairly cost effective fuel streamfor the tire

facilities.



MR. GREGO: The simlarities to the biomass facilities
are that in the current market the retailers collect the fee at
the point of purchase. And then to dispose of those tires there
are transporters who cone and pay or get paid to di spose of those
tires. Those tires can either go to cenent kilns and go to other
facilities, they could conme to Mbdesto facility, but a large
portion of those, which is currently 17 mllion, approximtely are
going to landfill. There' s approximately a waste stream of 30
mllion tires.

COMMISSIONER SHARPLESS: So we’'re paying a deposit
fee to send themto a landfill?

MR. GREGO: That, currently that is correct.

COMMISSIONER SHARPLESS: Wiat’s wwong with this

pi cture?
MR. GREGO: W re trying to fix that in AB 375.
COMMISSIONER SHARPLESS: Vell, | don't know how in
AB 317. | neant you're just putting another five cents on 25
cents. It seens to ne |like they nmaybe they ought to deal with the

25 cents and how that’s being allocated.

MR. GREGO: Currently Assenbl yman Firestone and with
ourselves are trying to solve the big picture problem That was
just a spot bill that was entered. W’re currently trying to
nodi fy the | anguage so we can solve the waste tire problemin the

State of California.



PRESIDING COMMISSIONER MOORE: A pertinent observer
woul d suggest that when the conprehensive and far reaching report
fromCAL EPA is out it should include sone reference in dealing
with this. W fully expect that.

COMMISSIONER SHARPLESS: Thank you for your
comment s.

MR. GREGO: Thank you

PRESIDING COMMISSIONER MOORE: Tandy McMannes.

COMMISSIONER ROHY: Before that could | ask the
Conm ttee a question?

PRESIDING COMMISSIONER MOORE: Yes, sir.

COMMISSIONER ROHY: What was the Commttee’ s thoughts
when they put the report together, vis-a-vis tires? Wat is your
recomrendat i on?

PRESIDING COMMISSIONER MOORE: Vell, we're going to
cone back to you with another recommendation at the end of today.
Fol | owi ng the testinony here.

M. MMannes.

MR. McMANNES: M/ nane is Tandy McMannes. |
represent the Sol ar Thermal Projects, the SEGS projects as they're
nmore comonly known.

| want to state that we support the conments nade by
Bill Carlson so | don’t want to repeat those comments. But one

point in particular that we brought up at the | ast neeting was the



request to raise the allocation to tier one from25 to 30 percent.
One of the things we’ re concerned about is that the information
that the Commttee is dealing with is maybe on some w ong
assunptions, and we want to nmake sure that those are clear

In working with the Staff | received a neno entitled
“Rol | over and I ncentive Scenarios.” And in that meno it responded
to our requests for the five percent additional allocation by
stating that, and if | read right fromthe neno it says, “Tier one
doesn’t need an additional five percent allocation. This is the
only tier ever constrained by its cap with the current
al l ocation.”

Vell, | know all the decisions nade by the Conm ssion
are not based on one neno, but the facts in this neno are
incorrect. And what | would like to request is that the commttee
report include inits final report a table that does show under
the various energy prices how little noney actually does go to the
exi sting projects.

I, you know, we sit here and we hear 45 percent
constantly, and we’ve been told, well, ask for nore. That, you
know, we don’'t dare go |less than the 40 percent for new and
energing. But at 2.4 cents you already fell below the 40 percent
all ocation to existing projects.

You know none of us in the industry will argue with you

that, you know, five cents is a nunber that probably would



preclude us fromgetting any funding at all, but at nunbers as | ow
as three and a half cents | show that the existing technol ogies
only receive 16 percent of the funds of AB 1890.

[ Roses were delivered in the hearing room]

[ Laught er]

COMMISSIONER ROHY: W do this for nost w tnesses

MR. McMANNES: Actually | had those sent over.

[ Laught er]

COMMISSIONER ROHY: Now what was it that you wanted?

[ Laught er]

MR. McMANNES: As you know, solar is the renewabl e of
choice so we felt like we were in a good position.

| just want the world to realize why we are standi ng
here and asking for what we’'re asking is that we think under very
conservative energy rates, and like | said at three and a half
cents, you only have 16 percent of the noney going to existing.

Now, |’ m been assured or told that at the end of this
process four years fromnow, you know, we may cone back and do
this again because there will be noney avail abl e and nar ket
conditions will dictate how the Coonmttee decides to divide the
money up. But, you know, |'d rather not do that. |'d rather find
a solution in the existing report that allows at |east a m ni num
of the 40 percent, | prefer 50, but at least a mninumto go to

the existing projects like the solar thernmal and the bionass.



| think that we have effectively made our argunent at
the Legislature. | think that’s denonstrated by the | anguage in
the bill.

And | get the sense, after having spoken with a nunber
of you and the staffers, that we have failed to make argunent at
this body. W have no other choice, given the report failing to
al l ocate what we think are adequate funds to the existing, but to
try to make that argunent all over again at some other forum And
we just think that we can get, at |east we want to get sone
synpathy for the fact the three and a half cents is not an obscene
avoi ded cost nunber, and that for the nunber to fall to as |ow as
16 percent should be viewed.

And the way we want to do that is ask that in the body
of the report a sinple chart, the neno in question nmaybe the
nunbers in here be corrected, and the nunbers be included in the
report so the whole world sees at what thresholds what |evels of
nmoney we’'re actually going to get. And then we can deal
effectively with the report maybe with the world seeing, and this
is kind the results of what you guys had intended. And if those
are indeed the results, then we take it to the next step if we
need to.

PRESIDING COMMISSIONER MOORE: Thank you very nuch.

MR. McMANNES: Thank you

PRESIDING COMMISSIONER MOORE: Al Commttee



nmenbers are aware that this will involve additional testinony at
the Legislature, and we’ll welcone opinions. |’'msure the
legislators will as well, that are countervailing to what we’ve
i ntended, or clarify an opinion about what we’ve intended.

MR. McMANNES: Thank you

PRESIDING COMMISSIONER MOORE: Thank you.

COMMISSIONER LAURIE: M. More, if | may.

PRESIDING COMMISSIONER MOORE: Conmi ssi oner.

COMMISSIONER LAURIE: A nunber of wi tnesses have
made reference to, or at least an allegation, that 40 percent is
in fact not 40 percent. Does the Conmttee care to respond to
t hose comments at this tinme, or in a position to respond to that
inquiry?

PRESIDING COMMISSIONER MOORE: Ve will respond.
Fol | owi ng the cl ose of testinony, we wll recap the major points
that were made and we caucus during lunch to tal k over sone of
these. And where a clarification is appropriate, and it may be in
the case of sonething that was just said by the SEGS
representative, we’'ll try and offer that to you this afternoon at
the cl ose of testinony.

Faramarz Yazdani .

MR. YAZDANI: Cood afternoon, Conm ssioners. M nane
is Faramarz Yazdani. |’ma consultant in the QF industry.

As a way of background, | was with the California Public



Utilities Comm ssion for about seven, eight years, and in charge
of all the QF contracts towards the end. In ‘92 | left and becane
a consultant, and | have participated in nost of the contract buy
outs whi ch have been over the last four or five years. Wth that
background, today |’ mrepresenting New Charl eston Power, which is
one of those projects which did renegotiate its contract and had a
contract buy out w th Edison.

The points | want to bring up is that in your allocation
of funds it seens that you have favored existing projects wth 45
percent going to the bionmass and ot her existing projects and a
maxi mum of 40 percent to new and energi ng projects.

The existing projects have gone through a period of 10
years of subsidized energy and capacity prices. And, you know,
gi ven the goal of AB 1890 and this Conm ssion to nake the industry
a viable industry, | think it’s an inportant point to renenber
that these projects had 10 years to use the excess noney in order
to bring thenselves up to date with O&%M costs and becone
conpetitive.

It strikes ne that after 10 years of bei ng subsidi zed
it’s a question whether another four years would do any good. In
ot her words, you may subsi di ze these existing projects for another
four years, but does that nmean that that will nake themviable for
t he next 20 years?

| think the allocation should be nore in favor of new



and energing technologies. This is, you know, opposite to nost of
what’ s been said today, but | think the prom se in new and
ener gi ng technol ogi es far exceeds the prom se in existing

t echnol ogi es, especially those new projects which prom se new
approaches to stri ke a bal ance between renewabl es and fossil fuel
conponent s.

These new projects or new and energing projects will not
have the benefit of a fixed 30-year capacity price or a fixed
10-year energy price. They will be at the nmercy of the narket and
will have to conpete. So the incentive that you woul d provide for
the first year would probably be the only incentive they get for
the life of the project. Wich neans a four-year incentive wll
make the project viable for 30 years, and the return is
t remendous.

If you | ook at a conparison between existing and
ener gi ng and new projects or technologies, you notice that if you
spent a dollar on an existing project you re guaranteed that they
will go on for another four years, the length of the program But
t hey have gone through a subsidy for 10 years and go through
anot her four years, there’s no guarantee that they will continue
after that.

If the projects are profitable today, they probably
don’t need that nmuch of a subsidy. |If they're not nmaking it

today, they may not nmaeke it four years from now even after the



subsidy. But |ook at what a dollar will do for new and energi ng
technol ogi es. Since their whol e existence is nmarket base, then a
dollar of incentive to these new technologies will nean that they
will exist for the next 20, 30 years.

PRESIDING COMMISSIONER MOORE: Faramarz, |’ ve got
to ask you to wap up

MR. YAZDANI: Ckay. So dollars spent on old projects
will get you four years. The dollars spent on new projects wll
get you 30 years, a seven tinmes return, and I would like to
suggest that you allocate nore to new and energi ng technol ogi es
and | ess to existing ones.

Thank you.

PRESIDING COMMISSIONER MOORE: Thank you, sir.

M chael O Leary.

MR. OTLEARY: Good afternoon, Conmm ssioners. |
wanted to echo sone of the points raised by Faramarz Yazdani .

My nane is Mchael O Leary, and I work with New
Charl eston Power. And we’'re currently reviewing the feasibility
of a major power project for the Inperial Valley which couples a
large in vessel -type digesture facility with a natural gas
conbi ned cycl e power plant.

W have been investigating various ways of dealing with
an enornous accunul ation of solid waste in the Inperial Valley

that’s generated by the agricultural activities there, and we have



arrived at a conbination of two technol ogies that greatly enhances
the viability of the project and creates a conpetitive facility in
response to deregul ation.

And it brings with it enornous environnmental inpacts and
benefits to the county in the formof solid waste recycling. W
are | ooki ng at approximately 350,000 tons of solid waste per year.
We are providing an equal anmount of digestive biosolids for |and
application and significantly reducing the need for in-field
burning of ag waste in the county as well as providing significant
air quality benefits.

Wien we | ooked at the digesture programin isolation, no
matter how we mani pul ated it, we cane to the conclusion that it
woul d not be viable even with significant |evels of support.
However, when you graft that technology w th another conventi onal
t echnol ogy, nanely conbi ned cycl e gas turbines, the economcs are
entirely different. The viability is entirely different.

But in response to AB 1890 in order for a project such
as that to be considered for any funding, one would have to
separate the major generating conponents such that the resultant
di gesture gas and natural gas were not conbi ned and you di d not
avail of the inherent efficiency advantages.

Consequently in order to avail such funding, one would
forego plant efficiency, one would have to incur additional

capital costs and certainly significantly higher operating costs.



And this I"’'mnot sure is the intent of AB 1890.

However, |ooking at the definition of the rule, it seens
that maybe that type of arrangenent wasn’t considered, and | think
it would be a great pity if this kind of technology were not to be
fostered as a consequence of AB 1890.

Thank you.

PRESIDING COMMISSIONER MOORE: Thank you.

Appreci ate that.

Bill Short. |Is M. Short here?

MR. SHORT: Yes.

PRESIDING COMMISSIONER MOORE: Your col | eagues are

her e.

MR. SHORT: Yes. There will be two of us speaking
t oday.

MS. ZAININGER: If I may just briefly say a few
words. |'mLydia Zaininger with the Geothermal Institutiona

| nvestors G oup.

| thank the Comm ssioners and the Conmmttee for all the
work on AB 1890 and also for listening to the broad variety of
st akehol ders in the renewabl es industry, including ourselves.

W' Il only briefly reiterate a point which we nade
previously. W believe the level of funding for tier three is too
low. This belief is based on an overview of the capacity and

generation of renewables as conpared to the allocation of funds



between the tiers which we believe is inequitable.

For instance, QF geothermals represent 13 percent of
total renewabl es capacity and 29 percent of total renewabl es
generation. However, allocation of available funds is only seven
percent for tier three, of which geothermal is only a portion.

What seens to be enbedded in these three tiers is a
needs test. Wthin each tier there will |ikely be some producers
who need transition support and ot hers who do not.

W recogni ze that the admnistrative burden of
i ncorporating a needs test into AB 1890 funding for existing
renewabl es, and in view of this we believe that a better bal ance
of allocation of funding between the three tiers i s necessary,
barring that needs test which likely wouldn’t be incorporated.

We'd like to ask Bill Short to just say a few brief
words as well on how we believe we could achieve this better
bal ance of allocation between the tiers.

| thank you.

MR. SHORT: Just a second. Let nme ask, Tim if you
woul dn’t m nd the Comm ssioners a copy of this.

This is just sonething that |’'ve asked Timto phot ocopy,
but very briefly what we believe, and to summarize, is that
obviously we think that tier three is under funded given the
nunber of technologies that are in there and the kilowatt hours

that they generate.



And obviously we believe that it would be prudent, given
the status of the consumer incentives, the fact that what’s there
is not necessarily would be generating at an appropriate tine,
that that woul d be an appropriate place to take a four percent
from reducing it froma 14 percent allocation to 10 percent
allocation, and raising the tier three existing nets all the
technol ogies that are currently in that tier fromseven percent to
11 percent.

The other point that we wish to nake is that the SRAC
floor price, and what |’ ve passed out to you is actually an
excerpt fromthe P&E Annual Report, and the portion that’'s in a
box, as you can see, indicates that Pacific Gas and El ectric’s own
estimate for stranded cost calculations is that the market price
for energy would be 25 mll this year, rising at roughly 3.2
percent over the next several years.

So consequently the likelihood at a two and a half cent
SRAC fl oor price, any nonies in tier three being spent is [imted.
So consequently the geothermal institutional investors, along wth
t he bi omass, the CGEA and ot her organi zations, believe that this
floor price should be raised to three percent to ensure that the
nmonies that already are in there, and the ones that we’'re asking
to be added, would be spent over the four-year term 1998 to the
year 2001

Thank you.



PRESIDING COMMISSIONER MOORE: Thank you.
Conmmi ssi oner ?

COMMISSIONER ROHY: May | ask your recomendati on.
You said to raise to three percent. Do you nmean three cents?

MR. SHORT: Three cents, |’ msorry.

COMMISSIONER ROHY: Thank you.

PRESIDING COMMISSIONER MOORE: Thank you,
Commi ssi oner Rohy.

Thank you, M. Short. Appreciate it and your article as
wel | .

Karen Edson. Wl cone a forner coll eague, a nenber of
t hi s Comm ssi on.

MS. EDSON: Conmm ssi oners, thank you.

| " m here today on behalf of California Energy Conpany,
and I'd like to begin by saying that Jonathan Wisgall wanted to
be here and woul d have been but for an unexpected death in his
famly.

| think you received correspondence from Jonathan, M.
Wi sgal |l yesterday, and | just wanted to reiterate the major
concern that Cal Energy has and has to do with a single provision
of the report having to do with whether conpanies can qualify for
new devel opnent funds if the power’s going to be sold to an
out-of-state entity.

In the case of the area that Cal Energy, and | think



ot her geot hernal devel opers as well, hope to develop it is |ocated
in California the project would be devel oped and operate in
California and would provide a variety of reliability, economc
and environnmental benefits to California and to | QU rat epayers.

And we have suggested some specific change to the
| anguage which would sinply allow greater flexibility to
applicants so that they could make a showi ng that that woul d be
the result they could qualify to conpete for those funds.

So again | just wanted to reiterate that specific change
that Cal Energy had requested and to ask you to give it your
consi derati on.

Thank you.

PRESIDING COMMISSIONER MOORE: Thank you, M.

Edson. W appreciate your comments. And our condol ences to M.

Wi sgal | .

Bob Ell ery.

MR. ELLERY: Cood afternoon, Conm ssioners. M nane
is Bob Ellery. I'mwth Sierra Pacific.

|"d like to talk for a few m nutes about the energing
category, and I'’mnot going to tell you to nove any noney on it.
But | amgoing to say that as drafted it seens to be technol ogy
specific. Nanely, PV, and | think you ought to |l ook at making it
technol ogy neutral rather than technol ogy specific.

And | think it can be easily done if you | ook at sone of



the criteria that have been established. Specifically, criteria
nunber two which requires a five-year warranty. | don’t know how
that has any bearing on the definition of being enmerging, but |
think it will constrain the market.

Al so, the criteria that requires a useful design life
for 25 years, | think also has no bearing on whether sonmething is
enmerging or not but will serve to constrain the market being that
PV is already defined as an energi ng technol ogy.

The other issue that I'd like to talk about is that
there seens to be a little disconnect in ny mnd between the RD&
and this noney here. The two ought to work hand in hand, and it
seens that the way this is structured where the bidding is up
front, one shot, that projects in RD& today have no chance of
getting out of RD& and into energing in this program

| think we could easily fix that by having the nonies
bid annually instead of one shot up front. The nonies are spread
10 percent each year, so rather than have one auction in the
beginning, if you allowed an annual auction for that noney you
woul d al l ow projects that cane out of RD& to be able to bid and
get the noney.

Again, it'’s just, tone, alittle bit too skewed to
technol ogy specific, nanely, PV

The last issue is | think the docunent as worded,

especially in the section under exclusions, left out all the



exclusions. Although I was tal king with Marwan, he indicated that
if you look at the charts, well there’s things buried in the
charts; but | think it needs to clearly indicate there are
exclusions. That can, but | think it should be worded things
like, you know, no utility owned, the nuni situation, which I

t hi nk everybody understands but is not in the docunent as it’'s

wor ded.

| think in addition there should be simlar conclusions
or caps relative to the new Things |like the amount of funds to a
speci fic project should be capped. The anmount of noney that could
potentially go to a specific bidder or vendor should al so be
capped |li ke new, so that one conpany could not cone in and sweep
all these funds. Especially if you re only having one auction.

Again, | just want to reiterate that the |ast point
guess is that the three percent should roll to energing, not
necessarily be earmarked for PV. And, matter of fact, | would
reconmend, quite frankly, that it be not earmarked for PV. That
it be used available for new projects comng in and not just PV
because there will be plenty of noney here for PV.

PRESIDING COMMISSIONER MOORE: Actually, | think I
can clear that one up right now |It’s not earmarked for PV. At
least not in our mnds. It rolls to enmerging. So at least that’s
what we intended, so we can lay that one to rest early.

COMMISSIONER SHARPLESS: Could | just ask two



poi nt s?

You say five-year warranty, no. Wiuat in its place?
Not hi ng?

MR. ELLERY: The existing technologies. | nean, the
gas, biomass, none of those are systens are available with
five-year warranties. | wouldn’t have anything in its place, no.

COMMISSIONER SHARPLESS: Ckay. And 25-year design
life? Again nothing?

MR. ELLERY: It seens to ne that the only way of
denonstrating you have a 25-year design life is alnost to be have
a facility that’s been operating for 25 years? So | don’t know
how you can be energing with that criteria. So | would have
not hi ng.

COMMISSIONER SHARPLESS: W are evolving into a new
arena under the existing technologies. It was sort of a
guaranteed rate of return. And under this we’'re nore nmarket based
where perhaps warranty and design life are going to be neani ngful
to investors.

MR. ELLERY: But let the investors make that call.

COMMISSIONER ROHY: May | ask a clarification
questi on?

PRESIDING COMMISSIONER MOORE: Conm ssi oner .

COMMISSIONER ROHY: On the five-year warranty, the

way | read it is that manufacturers nust offer that. That does



not mean free, in ny mnd. Ddyouinply that was a free
warranty?

MR. ELLERY: W did not.

COMMISSIONER SHARPLESS: W didn’t inply anything.

COMMISSIONER ROHY: The offering of a warranty coul d
be an &M contract with a warranty in it.

MR. ELLERY: But it seens to ne you' re constraining
the potential market. | nean you’ ve got an energi ng technol ogy.
By definition it’s not been around for 25 years. And now you're
saying to this vendor, you know, you ve got to take a five-year
risk on this technology. Well nmaybe you will.

PRESIDING COMMISSIONER MOORE: Vel |, you know what
we're trying to avoid is the fly-by-night vendor who' s not giving
any risk. W want sonething that’s got nore robust devel opnent
that allows itself to be alittle bit better tested. And the
25-year forecast is just that. |It’'s a forecast of reliability.
It’s not, we realize you can't have it by definition already
proven for 25 years.

Thank you.

MR. ELLERY: Yeah. | would just think that there’'s
enough techni cal people on your staff or available that coul d | ook
at a system and judge whether or not it's going to last for 25
years or whether or not the systemis, you know, good and capabl e,

bl ah, blah, blah. | nmean | would assune that woul d be part of the



bi d situation.

PRESIDING COMMISSIONER MOORE: Appr eci ate your
comments. Thank you.

John Wi te.

MR. WHITE: Madam Chair, Menbers of the Conm ssion,

" mJohn White with the Center for Energy Efficiency in Renewabl e
Technol ogi es.

First, I want to congratulate the Conmttee and the
Staff for expeditiously and cheerfully carrying out this task.
Mostly cheerful ly.

| think Conm ssioner Mbore’s observation that the debate
has been respectful, if contentious, is accurate, and | think
we’'ve all learned a lot. And | wish we had the benefit of this
experience | ast year when we were negotiating and structuring the
entire restructuring.

Qur group includes a diversity of interests and el enents
ranging fromthe environnental community to sone of the |large
devel opers of renewabl e technol ogies and efficiency. And we are
m ndful of the bal ance that you have attenpted to strike and
whi ch, hopefully, can be nmaintained as a neans of having this go
forward absent further extensive deliberations by the Legislature.

For that reason, we'd like to extend our qualified
support for the reconmmendation. W, | think, would generally

prefer nore resources for the energing category than are present,



but we al so take heed of the delicacy of the construct which you
have devel oped.

W certainly would resist and strongly oppose any
further adjustnents particularly at the expense of new and
energing for existing. And | won't elaborate any further than I
al ready have in the past on the reasons for that.

| also urge the Commttee and the Conmm ssion to remain
open to ideas that are still being discussed on inplenentation and
the particul ar nechani sns that need to be deployed. I, for one,
personal |y think that we haven't fully expl ored enough of the
opportunities that mght exist with financing options, both for
energi ng and for new.

| also think that the synergy between state and federal
policy with respect to taxes and financing at the federal |evel
are sonething that this Comm ssion could end up providing sonme
consi derable input to the federal restructuring effort and how the
federal governnment in its deliberations on restructuring, and the
Departnent of Energy policy in particular, could enhance the work
that you' re doing and that we’'ve all participated in rather than
going off on a separate track

So those woul d be our principal cooments. [|’'d al so hope
that we’d get a better grasp of the public benefits question.

I’m | think, disappointed so far in what |’ve seen out

of CAL EPA with respect to quantifying and eval uating options for



ongoi ng public benefits, support for biomass. | don’t think that
effort is one that perhaps you can ignore. You may have to help
augment that work and use the resources of the parties to inprove
upon that work product.

Because | think that once this report is adopted and
i npl enented by the Legislature, we need to quickly turn our
attention to how to sustain public benefits for renewabl e and
ot her cost effective and inportant environnmental technol ogies
after the transition.

And | know that some nmenbers of the Legislature and sone
of the interest groups are troubled or unwilling at the nonent to
support that, but I think we need to first nake the case
anal ytically and substantively for why the public benefit
renewabl es need to be captured long term And | think that m ght
make the process of the future easier than what we’ ve been
t hr ough.

Last | wanted to respond to comments from M. Ti nmernan
this norning who | was astonished by his presence here,
particularly given his lack of involvenent in anything other than
the allocation of stranded cost to the utilities in the
restructuring debate.

| think that it is useful to have us think of green
custoners in all of their potential venues, including the

commerci al and the business sector, but | amtroubl ed by the



prospect of sonmebody being able to slap together a deal for a
couple large custoners to suck up a lot of that noney when there
is no real green market in fact being devel oped here. And | think
that we’ve got to be sure.

The residential customer’s got precious little out of
this restructuring so far. The custoner incentives are one way
that the custoner, small custoners, are going to be able to see
sone i medi ate benefits, and | would be greatly troubled by any
change in that section. | think you ve got it about right the way
you' ve done it. And I think CVA already did pretty well in the
restructuring debate and need not cone into this proceedi ng and
seek nore benefits for their nmenbers.

Thank you.

PRESIDING COMMISSIONER MOORE: Thank you very nuch,
M. Wite.

Kat hy?

MS. TRELEVEN: Cood afternoon, Conmm ssioners. |I’'m
Kathy Treleven fromPG&&E, and | did want to foll ow Wayne. |
wanted to see if | could beat his record for brevity so far today.

P&E believes this is an excellent report that
represents a good exanpl e of governnent working as it shoul d.

It’s clear that this question of allocating the noney is too
contentious for conpletion in terns of a consensus process, though

we did get pretty far in AB 1890 and in the different parties that



cane here; and your commttee work has really wei ghed and bal anced
many good ideas, many different interests and conme up with a
m ddl e ground proposal that’s workable, sinple, fair.

W hope that the Legislature will support these
al l ocations and distribution of funds as you' ve outlined in the
report and will give you the tools and any additional direction
you need to inplenent it. And we'll be back to work with you and
the other parties in the many inplenmentation details we’ ve got to
cone.

Thank you.

PRESIDING COMMISSIONER MOORE: Thank you. W
appreci ate your support. Look forward to working with you.

Dr ake Johnson.

MR. JOHNSON: My nane is Drake Johnson representing
Sout hern California Edi son today.

Edi son Conpany, too, supports this report the
Commttee’s put together. W believe that it, as others have
said, it’s a task that’s been well done. It provides a bal ance.
VW think it provides a pathway for the renewabl e prograns and
busi ness to nove fromone of a price supported industry to one to
be conpetitive in a new energy nmarket that’s evol ving.

W are mndful of the problens that will probably cone
as part of the admnistration of this. W plan to participate and

be of, hopefully, of assistance in that process.



In response to Wayne’s question, we still haven’'t
changed our position on a nunber of the issues, but even that’s a
given. W still have sone concerns about how the VOC gen rolls
out in terns of the quantity, not opposed to the technol ogy of the
process.

We woul d hold to probably a different definition in
terns of the fuel cell. But in terns of this report and its
application, we endorse it. W ask that the Conmm ssi on enbody,
adopt it and nove it to the Legislature.

W thank you for this opportunity.

PRESIDING COMMISSIONER MOORE: Thank you, M.
Johnson.

Ken Wsenman. Ken here?

MR. WISEMAN: Madam Chai rworman, Comm ssioners, |'m
Ken Wseman with Consuners Wility Advisors.

As the two Conm ssioners who have been so kind to be
patient with us through this whole process will know, | came up
here representing Kern and Tul are County growers who were
interested in the fact that we thought we were going to | ose our
biomass facilities. W’'ve already |ost sonme. The ones we use now
are threatened.

And as growers concerned that we would | ose open field
burning with the current concern over particulate nmatter and what

woul d we do with orchards, primarily al nond orchards, which we



repl ace about every 20 years and a consi derabl e anount cones out
of production if we were to | ose open field burning.

Qur concept was to forma group of growers that would
beconme both generator and custoner. Therefore, we have pitched to
your concern, Comm ssioner, that you could access both sides if
you i ndeed were doing that and appreciate that agriculture was
added as on the consuner side account.

W' re not in the business now, and |, you know, we're
| ooking to get in the business if it’'s economc in the long term
so | apol ogi ze that we’re kind of |earning as we go.

And actually for a last mnute suggestion, actually a
suggestion that | think both John Wiite and the bi onass
associ ation mght agree on, hard as that may be, in a positive
spirit. A though John said he liked it as it was.

This actually came out of a session put together by our
San Joaquin Valley Air District where a city councilman from
D nuba had approached ne | anenting the fact that the bi omass
facility there had gone down, that the city had | ost an
opportunity to process a lot of its waste and that that facility
couldn’t really operate just on the anmount of ag that it had.

Wi ch, as we understand, is true in that particul ar area.

And respondi ng to Conmm ssi oner Sharpl ess’ concern that

i ndustrials mght not have as nuch [ong-termcommtnent to

renewabl es, city and counties in this kind of situation certainly



woul d because they’ve got an incentive to take care their green
waste, to pay nore and certainly stay in the green narket.

So ny suggested | ast m nute | anguage here woul d be t hat
nmuni cipalities that send fuel to a bionass facility can al so
qualify for the custoner rebate for power purchased fromthat
facility. Again, an incentive to stay in the business, to stay
green and sonething that nmay be a positive for bionass.

Thank you.

PRESIDING COMMISSIONER MOORE: Thank you, M.
Wseman. |’ msonetines nystified, but | guess it’s understandabl e
how t he process tends to generate | ast m nute changes that sonehow
didn't conme in in the previous seven nonths. But | understand the
jelling process here so we appreciate your comments. | wish I'd
gotten a little bit earlier, but appreciate having it.

Chris Trott. Chris here?

Rol and Coonbs.

MR. COOMBS: Cood afternoon. M/ nane is Rol and
Coonbs, and I’ma partner in San Joaquin Valley Energy. W
represent 55 negawatts of power. One tine we did. W’'re down to
45 nmegawatts right now

One of our facilities is sold and it’s presently on its
way to New Jersey.

[ Laught er]

COMMISSIONER SHARPLESS: The vi si on.



PRESIDING COMMISSIONER MOORE: That’ s so | oaded |
--. Gkay. o on.

MR. COOMBS: Ckay.

PRESIDING COMMISSIONER MOORE: What’s he going to
use that for?

MR. COOMBS: Qur facilities are in Madera and Merced
Counties, and they burn, at one tinme we burned 550,000 tons of
waste fromthe valley. Miinly agricultural waste.

In 1995 we fol | owed what the PUC and PGE and our
| enders asked us to do, and that was to take out a buy out. W
pai d down our debt, we took sone of the noney and held it in
reserves thinking that the market woul d cone back and we’d be able
to go out and market power. The last two years we've tried to
mar ket power to both industrials and nmunis, but it’'s a very
difficult market to break into because you re conpeting wth PGE
or other conpani es and nobody really knows what a good price for
electricity is.

| know we’ve argued about what the future mght be in

the market price, so we were facing a difficult tine period and

trying to continue and restart our plants. |It’'s a difficult
situation. W still pay our taxes; we still maintain our permts;
we still have people in our facilities.

W' re looking forward to trying to get out in 1998 and

trying to restart our facilities. W have a big burden of over a



mllion dollars of costs of rehire and get the facilities back
goi ng agai n.

And what we’'re looking for is on the incentive side is
we need a fixed anount of incentive. W can’t go out and talk to
custoners and say, well, we mght get a cent and a half, or we
m ght get 0.1 cents, and try to fornulate a contract or an
agreenent that’s going to get us started.

Don't forget we don’t have any capacity paynents. Al
we're going to be running on is straight energy. And so, you
know, we need sonething pretty firm W know what our costs are.
The costs of biomass in the valley as little higher than sone of
t he ot her ones because everything is processed and trucked to us.
So it’s adifficult situation

W have tal ked to sone industrial custoners. W have
sone custoners that are very interested in buying. They re |arge,
but they neet up with our loads. | nean the benefits of bionass
don’t stop in the mddle of the night. They go all the way around
the clock. W’'re getting rid of land filled materials, we're
getting rid of stuff that’'s open field burning.

On a residential schedule, all right, you know not many
peopl e use much electricity in the mddle of the night yet our
plants really don’t turn, they turn down to about 40, 50 percent
at night. So it's difficult to match up with a residential or

even sone of the commerci al



So the restrictions on the, you know, not to allow us to
go and get, go after the larger custoners, would be difficult
unl ess we go, you know, it alnost forces us into going into a
mar ket of which I’mnot sure there’s enough margi n bet ween
everything to keep us going. So, you know, obviously we don’t
i ke the thousand dollar limt.

And we al so have talked to certain nmunicipalities in
trying to get business with them And we certainly wouldn't want,
we want the incentives to continue to flow through them

Don't forget the incentive is created fromin the
| ocation where we're at, not to the customthat we sell into
W' re creating and we're getting rid of this waste. W’'re cutting
the open field burning. So it's not necessarily tied to, you
know, sonebody in Sacranmento or sonebody in the Gty of Los
Angel es, you know, getting that benefit. The whole state gets
that benefit, and | think everybody shoul d understand that.

W' re an exanpl e of sonebody that did take the
restructuring. And | knowthere’s a |ot of pressure on the QFs to
restructure, get out of their deals, all right. If we can't
survive under a restructure, where we’ve done what pretty much
everybody’ s asked us to do, if we can’'t survive and we can’t run a
plant in a situation where we don’t have any debt, then | don’'t
see too much com ng down the future. Ckay.

Any questions?



COMMISSIONER SHARPLESS: Yes. | understand the tine
constraint here, too.

The first one you have said that your profile fits
| arger custoners and that the custoner credit section of our
proposal would be beneficial to you if it were structured in a way
that you could take advantage of it.

But you recogni ze that the noney in that colum only
| asts for four years.

MR. COOMBS: That's right.

COMMISSIONER SHARPLESS: And it sounds to ne |ike
you have an ongoing need. That if these |arge custoners are only
going to be your custoners if they get this subsidized anmount of
noney, what is going to be your plan for after four years?

MR. COOMBS: | think the nunber one it’s obviously
with a biomass that we need ot her nmechanisns to get drive our fuel
costs down. | nean and that’'s really the essence. The operating
costs within the plant are really not that high. 1It’'s just it’s
t he nmechani smof getting the prices dowmn. Tax, you know, there's
been tax incentives --

COMMISSIONER SHARPLESS: Do | understand that nost
of your fuel is ag waste and not forest waste?

MR. COOMBS: Yes. W’'re in a position where we get ag
waste and landfilled materials are probably the two greatest

flows. Under our permts we have to --



COMMISSIONER SHARPLESS: Are there any bills in the
Legislature currently that would help shift the revenue?

MR. COOMBS: Vel |, the biomass group has proposed a
certain nunber of bills to help shift that cost back to and help
the -- | nean there’s a sensitive thing when you try to shift cost
directly to the farmers. | mean they can only take so nmuch cost
shifting, but we know we have this need.

As M. Wsenman said there is a PMLO problemin the

valley. So if we don't take that material in, what’'s going to

happen? You lost the asset. | nean we |ost, one of our plants is
gone.

COMMISSIONER SHARPLESS: | understand that. | was
just questioning, no, that’'s tires. |Is there anything in the

Legi sl ature right now that would help your particul ar?

MR. COOMBS: VW don’t have anything, but we plan on
wor ki ng.

The other thing is there are people in our discussions
and in industries that are willing to pay for green energy, but
they don’'t know what the differential is between, you know If
they pay us four cents a kilowatt for electricity, is the market
price going to be two or is it going to be three. They don't
know. And they don’t want to pay nore than what, you know, what
the market’s going to be, or that nuch nore for it. So it’s

difficult.



There are certain conpanies --

COMMISSIONER SHARPLESS: You' re going to have that
problemin four years as well.

MR. COOMBS: | don’t, well, there’'s no guarantee on
anyt hi ng, but, you know, that gives us four years to work on it
and get to that rate.

COMMISSIONER SHARPLESS: Ckay. | just wanted to get
a clear understanding of your particular situation. | appreciate
the information.

Thank you.

MR. JUDD: Ms. Sharpless, just for clarification, M.
Coonbs is one of our long time nmenbers of the bionmass alliance.
Wasn't it our last neeting we do have a bill introduced by Senat or
Costa supported by ag energy consuners.

COMMISSIONER SHARPLESS: Is it a fee on ag waste?

MR. JUDD: No, it’'s, the current formof the bill is a
tax credit payable to the power plants whether they use ag waste,
forest waste or urban waste.

COMMISSIONER SHARPLESS: So it's a general fund?

MR. JUDD: It is -- I'"'msorry?

COMMISSIONER SHARPLESS: It’s a general fund shift.

MR. JUDD: Yes, it is at this point.

COMMISSIONER SHARPLESS: Tax credit.

MR. JUDD: At this point.



COMMISSIONER SHARPLESS: Ckay. Thank you very nuch.

PRESIDING COMMISSIONER MOORE: Thank you.

Chris Trott, try again.

MR. TROTT: M/ nane is Chris Trott, and | work for
Pacific Energy. | appreciate your patience in calling ny nane
tw ce.

| wasn’t really going to get up and speak, but as |’'ve
been sitting here listening to the potential problemthat 40
percent may not end up actually going to existing, it seens |ike
the Comm ssion here has a little bit of a dilema.

And | was just sort of, you know, back of the
envel ope-type cal culations while | was sitting there, and it seens
to ne one option, and I'mnot saying that you have to take this,
but the nunbers seemto work anyway, that taking your projections
of short run avoided costs that you showed earlier, starting at, |
believe, at about 2.8 cents and going up to 3.2 cents, you can
achi eve the 40 percent for existing if you do two things.

Nunber one, if you raise the target price for tier three
to three cents. And you have to do both of these things in order
todoit. |If you do that, then you have to raise tier one from 25
percent to 29 percent. |It’s only an extra four percent, but it’s
just one potential solution.

COMMISSIONER SHARPLESS: What’' s four percent anong

friends? It’s just you don’t know which friend's going to be a



friend very nuch | onger

[ Laught er]

MR. TROTT: You guys are probably going to kill ne,
but, you know, it’'s --

COMMISSIONER SHARPLESS: And it won't be
controversial .

MR. TROTT:  Cxay.

PRESIDING COMMISSIONER MOORE: The killing she
nmeans.

MR. TROTT: I’msure that, you know, there’ s nore
refined cal cul ations that can be done, but it’s just a potenti al
sol uti on.

PRESIDING COMMISSIONER MOORE: Ckay. Thank you
very nuch.

Christo Artusio.

MR. ARTUSIO: Comm ssioners. Christo Artusio,

Envi ronnment al Def ense Fund.

| would like to express EDF s support of the policy
report. The report is fair, it is efficient, and we intend to
support it in the Legislature.

Thank you.

PRESIDING COMMISSIONER MOORE: Thank you. W'l
| ook forward to seeing you there.

Jody London.



MS. LONDON: Good afternoon. |’m Jody London from
Working Assets. And I'Il keep it as brief as | can. |’msure
"1l be under three m nutes.

W re really thrilled to hear you say that you're
inclined to give nore certainty in the allocation mechani smfor
t he custoner incentives. As you re aware, Conm ssioner More and
others, I'msure, this is very inportant for Wrking Assets as we
devel op our business plan for bringing alternative power choices
to Californians.

The one thing | would point out is that currently in the
chapter on custoner incentives in the report it says that there
will be a nonthly allocation, so I'’msure you'll have to adjust
that if you reach a different concl usion.

And | also want to say it’s interesting to nme that |
agree with the industry groups on that portion of the report that
you need sone certainty about the allocation up front. \Were |
really have to take extrenmely strong exception is to the idea that
i ndustrial custoners should be able to take advantage of the one
smal| piece of this entire process that will go directly to small
custoners, particularly residential and small business custoners.

As you know fromthe | ast hearing, these custoners have
been voicing their interests in droves in purchasing renewabl e
energy. And |'d hate to see themsilenced by one or two |arge

industrial firnmns.



And this is why we were nervous when we even saw t he
i ndustrial conpanies nentioned at all. Because we really feel at
Working Assets Iike we’re on a slippery slope to cutting into any

amount of benefit that small custoners will ever get out of this

pr ocess.
| mean if, you know, right now we’re down to 14 percent.

Oiginally there was a higher anount. | don’t renmenber the exact

percentages. |If you take away 50 percent of the noney, as | heard

one of the w tnesses suggest today, that’s reserved for custoner
incentives and give it to industrials, that’s only seven percent
for residential and small business custoners and sone agricultura
cust oners.

And | just think that that’'s an outrage. That's
certainly not what the Legislature intended, and | really hope
that you won’t nove forward with that.

VW continue to believe at Wrking Assets that small
custoners are the future of the renewabl e energy industry. W
have seen in our other socially responsible products that |arger
custonmers are not willing over the long termto nmake the kind of
choi ces on a day-to-day basis that will sustain the renewabl es
i ndustry. And they just don’t have the | ong-termcommtnent.

If you let the industrial custoners in now, they ||
gobble up this noney. It’s exactly what Comm ssi oner Sharpl ess

has been saying. They' |l use the noney over four years, and at



the end of the four years you won't have a strong custoner demand
because those custoners will not continue to buy the renewabl e
product .

So | really encourage you to not give in to these
requests and to nove forward. W like the report as it is, and we
| ook forward to hel ping you with the devel opnent of an allocation
nmechani sm

Thank you.

PRESIDING COMMISSIONER MOORE: Thank you, M.
London.

Qur | ast speaker is going to be Eric Mller

MR. MILLER: Thank you, Comm ssioners. FEric Mller
Chi ef Executive Oficer of Foresight Energy Conpany.

Cenerally we would |like to express our appreciation for
all of the hard work and really endorse the report as it stands.
And we believe that you ve got everything in the barrel. W think
it’s pretty tight. 1t's extrenely tight, but we think you ve got
it, you ve got it there and would really urge that it be adopted
inits present form

|’d like to specific, especially given the debate today,
|I’d like to specifically enphasize a couple points where | think
you do have it right.

One is on the allocation nmechanism Your allocation

mechanismleaves it to the market to decide to set the right for



t he consuner incentive. |It’'s certainly, by being after the fact,
it wll have less certainty in sone regards.
However, there' s about another, the CIC, a bunch of
ot her things, nost of the custonmer’s bill is actually the way
we' ve structured this restructuring during the transition is

actually going to be uncertain, so this is certainly not the only

point, the only part of a custoner’s bill that a marketer is not
going to know what it is until it’s over.
And that’s going to present a real challenge. | nean

it’s going to be a difficult place to do business, but we think
that it can be done. And by going with a market allocation
mechani sm you nake an inportant and critical difference conpared
to an up front nmechani sm

W woul d | ove certainty. Don’t get me wong. | think
that what we give up is nore than what we gain by doing that.

The reason, if you do any kind of up front mechani sm
one of two things is going to happen. You re going to pick a
nunber that’'s going to be too high or it’s going to be too | ow
And if it’s too high, what happens is you end up setting a price
poi nt which is bel ow what the market can work with, and you nmay
actually find a point where you' ve allocated it all out and nobody
can do anything, and the markets sinply shut down. And then you
have a situation of: Wat do we do now?

And gi ven the nunber of rounds, you know, over a



four-year period, you know, we could be at the end before we
figured out, before the market settles down enough to where you

m ght actually get sone results. So |I’mvery concerned with that
if it gets too high that you sinply will freeze the market, and it
will be at a point where no one can do anyt hi ng.

If you pick it too low, you |l get people out in the
mar ket signing up custonmers but at prices, expectations of support
| evels that aren’t probably that aren’t sustainable. And the next
round you cone back and the nunber drops a lot. And there may
have been a whol e bunch of suppliers who could nake it on the
first round and can’'t nake it on the second round, and all of a
sudden they are going out of business, they' re changing prices,
you create a | ot of confusion in the narketpl ace.

W believe that it is possible to structure |ong-term
contracts around this uncertainty. It’s not easy. W wi sh we
didn't have to do it, but at least by nmaking it a market deci sion
the resolution of that issue is wthin our control. W decide how
to structure our agreenents and our arrangenents so that we can
deal with that risk, and we’'re not facing a question of what’'s
going to happen in the future.

And we believe that there are players out there who wll
actively pursue this market and can nmake that work. And | think
it’s the only way to get what | call a bankable certainty to the

noney.



Any type of up front allocation, people are just going
to have to wait until they see where it turned out, and we' |l have
to start fromscratch, and | just think it’s not going to work as
wel | .

So we think you ve got it right and would urge you to
continue and issue the report as witten.

The second area is the inclusion of industrial, not so
much with the $1,000 cap, | think is not a significant concern;
but | was quite shocked to hear today that the testinony to expand
that. | think that will do two -- it’s critical that that not
happen fromtwo perspecti ves.

The first is there just isn’'t enough noney to go around
to do all the things we want to do. It’s not so nuch that
industrial or cities and counties are undeserving of support. |
mean those may be perfectly good projects, good things to happen.
The problemis we don’t have enough noney to do all the things we
want to do, and | don’t think anyone disputes that those sectors
are unlikely to be the foundation of a |ong-term sustainable
mar ket .

And a clear direction of the Legislature was this
process was supposed to result in a |ong-term sustainable narket.
And | think the smaller classes are the only places where there is
hope, nore than hope, but | think a ot of optimsmthat that can

be done.



And given that we got to make some choices, | think if
you put the noney there, you at |east have a shot at acconpli shing
your goal. The noney is already so limted, if you start cutting
it down you' re not going to have enough to create a residenti al
mar ket of sufficient size to be sustainable, and you will actually
| ose building any long-termmarket for renewables at all, and I
think the whole principle and the real foundation of this whole
program goes out the w ndow.

Even though it seens like a small change, | think that’s
where we are now in terns of the funds.

And secondly, out of the whole restructuring process, AB
1890 al |l ocated sonething like $29 billion in funds to various
types of citizens in the state. O that, all but 54 mllion or
99. 8 percent goes to one class of Californians, nanely, |arge
corporations, primarily industrial custoners and utilities.

The residential custonmer, this is one of the only things
they’'re getting out of this. The 10 percent cut is aloan. It’s
not any kind of reduction. And we think that, you know, that’s
not nmuch that they' re getting out of this. And if that’'s eroded
further, | think that the small custoners have to question really
what this process in general, not just the 5/40 process, but the
whol e process is really doing for them

So | think that it’s critical that we nmaintain that.

It’s a balance. That everyone’s giving up sonething, getting



sonething. W think you ve got it right and would urge you to
stick with what you ve got.

And thank you very nuch for your consideration.

PRESIDING COMMISSIONER MOORE: Thank you, M.
MIler.

COMMISSIONER SHARPLESS: Could | ask a question?

Wth regard to municipals, it was kind of curious that
this i ssue even cane up because couldn’t a nunicipal act as a
broker? O a narketer?

MR. MILLER: Absol utel y.

COMMISSIONER SHARPLESS: And take advantage of their
cust oner base?

MR. MILLER: Vel |, yeah.

COMMISSIONER SHARPLESS: And there’s nothing in our
report that precludes themfromdoing that?

MR. MILLER: Sure. | would even go further to the
extent they organi ze thenselves as a nunicipal. They actually
have an obligation to charge their own public benefits charge
whi ch could fund that sort of activity directly. So I think
t hey’ ve got not only the nmechani smbut probably the obligation to
do sonething like --

COMMISSIONER SHARPLESS: So they need to get
creative and innovati ve.

MR. MILLER: -- that outside of this process.



COMMISSIONER SHARPLESS: Thank you.

PRESIDING COMMISSIONER MOORE: Thank you, M.
MIler.

| erred. W have one | ast speaker. Sheryl Carter from
NRDC

MS. CARTER: Thank you, Comm ssioners. |’ m Shery
Carter fromNRDC, and | just have a couple of really quick points
to make, and I'Il see if | can't keep it under a mnute.

The first point I want to nake, or the first thing that
| want to say, is sonething that I don't think you ve heard nearly
enough today. W support the report. W think you did an
excellent job in trying to balance out all of the different
interests in this proceedi ng.

W' re also heartened to hear that this report isn't
meant to be the inplenentation docunent and that further
di scussions are expected to take place on allocation nechani sns,
detail and definitions. And we |ook forward to participating
however we can in that process.

One thing | wanted to say and nmake clear was that we are
opposed to any further erosion in the energi ng technol ogi es
accounts such as was suggested this norning. And | am encouraged
by Comm ssioner More's earlier cotmment that to do this would fai
to recogni ze the role we expected these kind of technol ogies to

play in the future.



Al so this norning, Conm ssioner Rakow in response to the
suggestion that the reduction in enmerging come fromthe RD& pot
of funds correctly indicated that the RD& al | ocati on gui del i nes
are still a work in progress. And we al so support and appreci ate
her recommendati on or suggestion that we not be | ooking to other
pots of noney to solve the problens that we have here.

That’s it. Thank you.

PRESIDING COMMISSIONER MOORE: Thank you very nuch.

W appreciated very nuch all the comments and all the
hel p that you've given us in guiding our formation of this
reconmendati on to our colleagues and ultimately to the
Legi sl ature.

And, Madam Chairman, |’'d like to ask for a 10-m nute
recess to allow us to consider the comments and the Commttee
menbers woul d be forthcomng with a reconmendation to you as for
the next step to take.

Thank you. Then we’ll be back here at 10 mnutes till.

[ Recess taken. ]

PRESIDING COMMISSIONER MOORE: Wthin ear shot of
Conm ssi oner Laurie, we could probably use your votes here.

Wait | have Comm ssioner Rohy’s and Conm ssi oner
Laurie’s proxies here. WIlie Brown gave themto ne and said |
could vote themjust whichever way | wanted.

[ Laught er]



PRESIDING COMMISSIONER MOORE: Vell, how s that?
This is a first that we get the entire audi ence here before the
Conmi ssi oners cone back.

ACTING CHAIR RAKOW: Still shall we proceed

PRESIDING COMMISSIONER MOORE: Al right. |1
actually feel better at this point waiting until Conm ssioner
Laurie returns before summari zi ng sone of our remarks.

Let ne do a couple of business itens then regarding this
just to sort of wap up as we're noving forward towards the
Legi sl ature.

To ny colleagues | indicated that we expect to be
requested to appear before the Senate early in April. There are
two hearing dates that |'maware of at the Senate April 8 and
April 22.

The procedures for producing a final draft, a final
report, excuse nme, of this fromthe Comm ssion are as follows: W
expect to have the comments tidied up and going to press by next
week. And we’ ve already nade arrangenents for the cover to be
printed, so this is a pretty fast turnaround. There wll be
copi es bound and distributed to the |legislative nenbers. Then by
| ate next week we’'ll neet the deadline clearly before the March 31
cutof f.

And post that, we do expect to be asked to cone up with

an inplenentation report of one kind or another. Again, details,



as they say in the trade, filmat 11:00 on that, we don’'t know
what they’'re going to require of us.

Next, | would indicate that we have had a chance to
di scuss the norning and afternoon recommendations in part. M.
Shar pl ess and | have been taking notes actually through this whole
process, and we’ ve been conparing notes about comm ttee positions
as the hearing took place in order to expedite the tinme invol ved.
And | believe that | can sumarize those to date, along with a set
of reconmmendati ons for you.

First of all, let me reiterate that this is a conceptua
docunent. That it does not intend to be unflawed, because we
understand the errors that will crop up that we’ll have to either
change in inplenentation or that we'll fine tune in that process
shoul d the CEC be given the admnistrative responsibility for
that. As with any set of regulations or banking systens, there's
an adjustnent that gets nade on a day-to-day basis just to nake
the systemnore efficient.

Having said that, we will include, we intend to
recormmend to you that we include in the front end of this report
an additional paragraph that would clarify that this is conceptua
as opposed to an inplenentati on docunent, and that we expect
following | egislative action on the report to have further
clarification and/or inplenentation tools appear in a set of

reconmendations either fromus or fromsone other body shoul d they



be so desi gnat ed.

So that’s the first change that we will ask you to nake
when we offer a notion for approval on this.

Second, in the case of the request for change in
| anguage for the exception, if you will, for in-state producer
tying to an out-of-state line, we accept that this is a judgnent
call on our part, and we suggest that no change be nmade in the
report. And the reasoning is as follows:

W believe that the legislative intent of AB 1890 and
the legislative intent to us in the renewables area is to foster a
renewabl es industry that is conpetitive within the state. And
that that inplies that there’'s a relationship between energy
produced within the state and distributed or available to in-state
pr oducers.

Wiere it’s possible to show that an out-of-state
connection, such as the one to Bonneville, is then encunbered
t hrough a contract back into an in-state consuner, such as BART in
this case, it’s insufficient to cause us to change our opinion
that it violates the principle, again this is an opinion, but we
had to cone down on one side of it or another, that it violates
the principle that we believe is inherent in AB 1890.

And, frankly, we think that it opens the door w de
enough that we woul d have applications from many nmany ot her

producers in the future that we can’t define today, but it’'s a



risk that we're sinply not willing to take. And we think that
given the limted pot of noney that we have it’s nore reasonable
to not yield on this point and nmaintain our position about
in-state production and in-state consuner denmand. W ask that you
not change that point in the report.

Wth regard to industrial consuners and industri al
custonmers in the consuner category, we suggest that the $1,000 cap
be extended to every consuner in the category. W take note of
the point that’s nade by CVA, but we are also worried that in this
case if we open this up too widely there’s the possibility that,
frankly, the noney gets used in a very narrow sense, and it
doesn’'t do the final derivative what we're after here which is to
foster a fully conpetitive nmarket and foster consunmer denmand in
| ar gest scal e.

So we suggest that the $1,000 cap not be renobved, and
i nstead be extended over the entire category to indicate that no
one single consuner of any type could take away nore than this.

Now t he reasoning behind this is that we believe that
the -- and we recogni ze, that this woul d exclude | arge industrial
consuners. W realize that there are large industrial players who
coul d nmake good use of the renewabl e energy out there and m ght,
in fact, subscribe to this very rapidly thereby acconplishing one
pi ece of the puzzle which is to nmake sure that the avail able

electricity fromrenewabl es gets consuned or that there is a



demand extant, but at the same time really excluding or pushing
out that band of snaller consumers who, in the aggregate, we
believe will nake up the bulk of the conpetitive nmarket in the
future.

The | arge industrial consuners have ot her avenues t hat
are readily available to them They certainly have price power in
the market, and they're not afraid to use it. They certainly have
been after and are getting a direct access benefit. That was the
whol e reason behind 1890. Certainly the whol e reason behind the
MJU many years ago.

And so we think that given this small pot of noney that
we have we need to stretch it as far as possible while stil
achi eving the general goal that we have which is to foster a
robust diverse market for these goods. And we think that
extending this cap across the category is appropriate, and we ask
you to incorporate that change and accept that change in our
earlier recomendati on.

VW ask that we change the recommendation in the tier
three category fromtw and a half cents to three cents. W think
that the evidence that’s presented here today and in the letters
that you’ ve received woul d suggest that this mght tier three,
and, in fact, the whole existing category, nore viable. W accept
t he argunent.

W' re still concerned that people are not taking into



account the real effect of the rollover or the potential rollover
that we’ve designed which, in fact, if it is not used through the
time T-4 becomes available and really can be distributed out and
cone back to existing technology in the recapitulation of the
funds if market demand is such that it’s under subscribed during
t he peri od.

W’ ve seen various cal cul ations of what the potenti al
under subscription should be, or would be, and you’ ve seen our
tables and charts on this. Frankly, we think that the market is
going to reward those producers in the existing category who nmake
i nprovenents, and that the costs, I’msorry, that the market price
is going to fall sufficiently that all the players are going to
get a fair share of the pot. But we think this nakes it just a
little bit fairer, and we propose to raise from2.5 cents to three
cents.

In terms of the tire burner issue, a select issue that
cane to us, I'mgoing to take responsibility for this and admt
that this was an oversight on ny part, and that | sinply didn't
give it enough tinme and should have been listening a little closer
to ny colleague and to Staff about this. And | accept and accede
to a change to add tire burners, this one tire burner category.

Certainly it’s inportant for the overall landfill
relationships in the state and do a little bit to extend our reach

out and nmake whatever CAL EPA cones up with a little nore viable



and we’ || include the tire burner category. W reconmend that we
include the tire burner category in tier one.

Last, | want to address the question of cost shifting
and suggest that we resist the idea that this is, in fact, an
unfair cost shifting. Frankly, the noney is comng fromthe
consuners in terns of an excise, and we feel that if you were to
take very literally this question of cost shifting as opposed to
the | anguage or the intent that’s in AB 1890, all the noney woul d
have to go to the consumer account.

And, of course, we’ve already been through the argunents
that constrain us in allocations to existing versus new and
enmerging. W resist that, and we suggest that this is an
intelligent and reasonable way to allocate that it doesn't in fact
i nvol ve any cost shifting and that perhaps CVA is over stepping
their bounds a little bit in suggesting that it does.

V¢ resist that and urge that the | anguage renain the
sane in the report that you' ve seen

And, Madam Chairman, both of us stand ready to answer
guestions fromthe Conm ssion nmenbers with regard to our report.
This is not a notion, but we're prepared to offer a notion to
subm<t our report to you and fromus then to the Legislature with
t hese changes that |’ve outlined.

ACTING CHAIR RAKOW: Thank you. | have one quick

question of clarification with the Mddesto energy facility which |



was going to raise so | was glad to hear your reconmendation. But
ny question is you had said that you were going to recommend t hat
it gointotier one. It seemed to ne that it mght fit better
into tier three, into the MBWcategory of tier three, the broad

interpretation of municipal solid waste.

| don’t know. |’mjust raising that question. Avoid
that. It’s a better fit.
PRESIDING COMMISSIONER MOORE: I[t, in the sense

that it is municipal solid waste.

ACTING CHAIR RAKOW: | see Marwan noddi ng. Good, |
have one vote.

[ Laught er]

PRESIDING COMMISSIONER MOORE: Marwan, the silent
ot her vote.

Let ne ask for opinion from Staff.

MR. MASRI: Vel |, right now our definition of MSWsays
anything that is not primarily fromfossil fuel qualifies already
to be part of that definition. 1In the database that we have in
the Comm ssion that we get fromthese on QFs, we have a list of
type of fuel for each project. This one happens to be listed as
tires, not MSWas others are |isted.

And so clearly tires are a nunicipal waste, and it
really could go in either one the way | see it. | had thought

that our definition of MBWalready included that one so | ong as



it’s not primarily nmade fromfossil fuel products.

PRESIDING COMMISSIONER MOORE: Vel |, the reason,
and just to follow up on what Marwan said, the reason that we' ve
suggested to you tier three, I’'msorry, tier one, is that there’'s
conbustion involved. And in the case of the MBWit’s, you could
argue that it’s conbustion because it’s spontaneous or it’s heat
generati on because of pressure and deconposition. But, frankly, |
just didn't see it fitting in MSWbecause of the direct conbustion
that’s involved. And the biomass facilities that we've had in
tier one do represent direct conbustion. So it seens to ne as a
nmechani cal matter it was a better fit in tier one.

ACTING CHAIR RAKOW: Vell, it’s whatever.

COMMISSIONER ROHY: You' re getting a bit of
di scussi on here anong sone of our w tnesses that are out here.

But | personally am concerned here because |, maybe |I’ve not
visited MBWpl ants, but | thought they did a | ot of direct
conbustion, too, do they not?

So I'"’mconfused. |I'mnot for tier one or two or three.
| " mnot advocating. |I'mjust trying to figure out what the
reasoni ng behind the tier one recommendati on.

PRESIDING COMMISSIONER MOORE: And |’ ve taken you
as far as -- I'’msorry, Marwan?

MR. MASRI: If | may add there’s also nore than the

type of technol ogy that determnes which tier they go in. | nean



tier three has hydro and geothermal. Cbviously they re not
simlar as far as conmbustion or non-conbustion. So there’s nore
to tiers than sinply the process by which you convert.

ACTING CHAIR RAKOW: It’s fine with nme to have it in
tier one. | was just raising the question of why. W don’'t need
a general vote on it.

PRESIDING COMMISSIONER MOORE: And | appreciate
Conmi ssi oner Rohy’s conment about the fact that there is
conbustion in both areas. In this case it’s a very limted
exception

But, again, what we have in mnd is this cross over
between trying to accommodate not only a support |evel but the
br oader benefits that are involved in tire clean up.

ACTING CHAIR RAKOW: That's fine. As long as it’s
in because | did have that concern

| al so have a concern which really isn’t answered about
the industrial being able to participate in the green program |
think if the big energy users participate in such a program they
woul d use it as a bragging right. They would have full-page ads
show ng that they are such cl ean good guys.

And you nentioned in the very begi nning of your opening
remar ks this norning, Conmm ssioner, that you were | ooking at the
i ndustrial people as being sort of a kick start to the incentives

for this program And so | was trying to put those two things in



pl ace.

Al though | synpathize, | mean | don't at the sane tine
want to take away fromthe residential because |I think that they
are on the slimend of this big restructuring at least in the
begi nnings until it works out.

PRESIDING COMMISSIONER MOORE: Madam Chai r man, you
make a good point, and you remind ne that | didn't make the point
that | had intended to. And that is that we view the industria
base as very large in the aggregate of small industrial custoners,
and we do think that one of the advantages to them and the reason
that they will cone in and junp start this is because they wll
claimthe environmental or green benefits of having consuned
renewabl e power.

| think the difference cones in the assessnent, and,
again, it is a judgnment call, about whether or not we should open
this nore widely to bring in the larger industrial consuners who
are naturally smaller in nunber but have nore volune in terns of
their demand and al so a steadi er prediction of demand.

Do we bring themin? And if we do so, is it at the
expense of a residential base that we really do want to foster?
Because we want to bring themin and nake themthe heart of the
new program our judgnent was that the smaller industrial
perfornmer, the smaller industrial consuner, was as inportant as

the residential consuner. W just ought to cap it. And so we



consciously, but with a judgnment call, ignored the |arger
i ndustrial consuners.

Conmi ssi oner Rohy?

COMMISSIONER ROHY: I’d like to corment on this
because | feel fairly strongly on this issue that the industri al
custoner shoul d have an anmount of noney available to themin
proportionate to the anount that they pay. So if they use X
percent of the electricity, that noney should be available to
them In the same way that we have fire walls in other areas
t hese peopl e are paying a public goods surcharge |ike everyone
el se. They deserve to have a fair shot at the noney in using it.

And so | think along with that argunment and the fact, |
bel i eve one of the folks fromthe farmarea, said that their | oads
mat ched better, the industrial |oads often matched better the
production of the electricity, that | would be on the side of
allowng them the industrials, the opportunity to spend up to the
proportion that they pay.

COMMISSIONER SHARPLESS: Vell, | was not conpelled
by that argunent, Conm ssioner Rohy, frankly because one of the
things that we're trying to do with the consuner credit side is to
build a sustainable market. And that is sort of the underlying
princi ple behind the consuner credit portion of this proposal.

And it seens to ne that you could, in fact, have a | ot

of large, if you didn't cap it, if youtry to give it a just a



percentage, say they are, | don’'t know what they are, 25 percent,

if you gave 25 percent w thout any caps you could have two peopl e
cone in and get the whole entire thing. Now you ve got two people
who may last for four years. But after four years when there’'s no
| onger a rebate there and they’'re driven by being cost conpetitive

and getting cost conpetitive prices, they | eave the renewabl e

mar ket .

Now, if they’'re going to be in the renewabl e market
because they want to brag about it, they Il be there anyway. GCot
huge advertising budgets. They spend a bizillion dollars

advertising their comunity service, being part of their renewable
opportunity is one of the ways they can pronote their comunity
benefit such like they do in a |ot of other areas.

So | amjust not conpelled to say that we ought to be
giving them a percentage of the consuner colum based on the
anmount of noney that they mght pay into a surcharge program |
think that they’ve gotten quite a bit of noney in the 1890 bill to
start with, and this is a very small pot of noney to try to build
a sustainabl e market.

So when Conmi ssioner More offered sort of the option
of, well, let’s treat everybody equally, it seened to ne that in
many cases by placing a $1,000 cap that that actually woul d not
inhibit the residential custonmer because they woul d never really

bounce up agai nst that ceiling.



COMMISSIONER ROHY: None of them would ever hit that.

COMMISSIONER SHARPLESS: Right. And so, you know,
I|"mnot really conpelled by the argunent that if large industri al
custonmers want to do renewables, they’'re going to want it for
another value. They' re going to want it for viability. They're
going to want it for reliability. They re going to want it for
diversity. They're going to want it because it shows that they're
a green conpany. And they don’'t necessarily need a snmall rebate
to be the additional incentive to do that.

PRESIDING COMMISSIONER MOORE: Vel |, Dave, the
dilemma here is really, and it’s fundanental, the dilema is this
responsibility of trying to foster and build the market and have
it be as viable and robust, as | said before, in the long term as
possible and trying to be absolutely religiously fair about the
way you real |l ocate the noney back out, for instance, on a
proportion to what was paid in for the industrial custoners.

So, again, it’'s hard to argue the substance because it’s
a judgnment call with you.

COMMISSIONER ROHY: Vel |, you're describing notives
to folks of the industrials and the small custoners that | nmay not
agree with you the way you ascribe those notives.

| nmean it may be that small custoners for the sane
reasons that you say the industrials will continue to do it

whet her they have the rebate or not after four years. It may be



they drop the programat the end of four years because they don’t
have the rebate.

So | can’'t see that one custoner set would go one way or
the other. |I’mnot conpelled by that argunent at all. So I fal
back to the fairness argunent that they paid for it, they should
get sone of that back. They should have the opportunity to file
for it.

There are also very small industrial custoners that
woul d use nore than $1,000 worth of rebate. M ght be $1200 worth
of rebate, and yet because they can't get it all, they may not
subscri be at all.

PRESIDING COMMISSIONER MOORE: Véll, I"’mnot sure |
can go down the road on that one because | would find nyself
maki ng a judgnent call on every single application.

COMMISSIONER ROHY: And |’ m ascribing notives, too
so | apol ogi ze.

PRESIDING COMMISSIONER MOORE: | know, but |’'mnore
interested in the first argunment that says, you know, we can’t
prove that the residential custoner’s going to be there at the end
of four years any nore that we can prove than the industrial one.
Is that’'s nore cogent for ne.

|, again, | can’t, since | can't argue with it, | can
only say this is a way to solve it. It’s not necessarily any

better than your way. It sinply is an attenpt to nake sure that



it spreads the noney out, seeds, if you will, that mght result in
a better stronger market in the future, but | can’'t guarantee it.

COMMISSIONER ROHY: | understand the Commttee’'s
position that you' |l have nore people or nore neters on a green
power if you go on the nmethod you' re going. And | understand that
as a possible foundation for building a broader, w der market, and
| think that's the essence of your argunent as | understand it.

PRESIDING COMMISSIONER MOORE: It is. It is.

COMMISSIONER ROHY: And I'’mjust arguing fromthe
point of view that we’'re separating the noney by those who pay for
it making sure the benefits go back to those who pay.

PRESIDING COMMISSIONER MOORE: Yes. Well, I'm
certainly open to argunent.

Comm ssi oner Laurie?

COMMISSIONER LAURIE: Let’s, for the nonent,

restrict discussion to this particular point.

One, | recognize that | cane to the renewabl es party
|ate. Nevertheless, | understand the intent behind the
legislation. | also understand the intent behind the report.

| did not author either. Nevertheless, | think the

peopl e havi ng spoken through the Legislature did give this
Comm ssion and thus your commttee a charge to address a certain
soci etal issue to acconplish a specific purpose.

And | think the concept as witten better addresses that



purpose. Wether it is fair may not be the question. The
guestion is: Does it address the intent as ascribed to us by the
Legislature. And | believe that it does.

| do not believe that one should be penalized because of
their size. On the other hand, we have been given a specific
direction through legislative intent. The question is: By which
stated policy is that legislative intent nore satisfactorily
addressed. And | believe it is nore satisfactorily addressed with
sone formof cap without a guarantee that you Il necessary get
back what you put in.

And there's sonething called taxation, and |’ mnot sure
that any of us in this roomnecessarily get back an anount equa
to what we have invested into the system And | think the
surcharge, has to be recogni zed for exactly what it is.

Thus, | would support the concept as currently witten.
O sonme other formw thout a guaranteed return.

PRESIDING COMMISSIONER MOORE: Madam Chai rman, with
all due respect to the point that Conmm ssioner Rohy has raised,
| "mprepared to offer a notion to incorporate the changes that we
have iterated this afternoon, and which | have just put forth to
you along with the report titled “Policy Report on AB 1890
Renewabl es Fundi ng.”

| offer it to you for an affirmative vote and for

advancenent to the Legi sl ature.



ACTING CHAIR RAKOW: Is there a second to that
notion, and then there’ |l be further discussion once the notion is
on.

COMMISSIONER SHARPLESS: "Il second it.

ACTING CHAIR RAKOW: Furt her di scussion?

COMMISSIONER ROHY: Madam Chair, may | ask anot her
guestion of the Conmttee.

| am concerned on the energi ng technol ogi es account, and
the fact that there is one, what | would call auction, in md
1998. And in that case any energing, if that is the only auction,
any energing technol ogi es have to be identified at this point
essentially since we, the Comm ssion, don't have tinme to identify
ot her technol ogi es.

So ny question would be is there an opportunity to have
at least two auctions somewhere in this process?

PRESIDING COMMISSIONER MOORE: Madam Chai r man, |
stand corrected, and | apol ogi ze to Conm ssioner Rohy. | had
fully intended and just mssed it on ny notes.

Let ne anend ny notion to add the idea that in the
energent technol ogies section we’ll incorporate, and I'd like to
use the word “nul tiple” bids which enconpasses the idea that we
have al ready enbedded in there that there would be two auctions.
And so the word “nmultiple” | think covers that.

Should we in the inplenentation systemdetermne that as



Conmi ssi oner Rohy as so anply pointed out there may be a need for
even nmultiple, nore than two, in order to take care of under
subscription or to take care of a rapidly devel opi ng energent
t echnol ogy section, sector, excuse me, this would accommodate it.
And | left that off. | apologize. | would anend ny
notion to include that.
ACTING CHAIR RAKOW: I's there any further
di scussi on?
COMMISSIONER SHARPLESS: Yes, the second needs to
agree to the anmendnent. Yes, | will accept that anmendnent.
ACTING CHAIR RAKOW: Further discussion?
COMMISSIONER LAURIE: Yes, Madam Chair, a couple
t hought s.
Conm ssi oner Moore, | had earlier asked the question
regardi ng the charges or the allegations or the statenments that
t here was sonehow a m s-anal ysis of the concept whereby existing
will, in fact, have 40 percent availability of funds. | think
understand the answer. | want to nmake sure that ny answer is
consi stent with your thoughts.
If you don’t mnd, could you share your thoughts with ne
on that question, please.
PRESIDING COMMISSIONER MOORE: |"d be happy to.
And again, the second oversight on ny part, for which | apol ogi ze.

W anticipate that the report takes care of that



guestion in tw ways. One, you saw our estimates both in the
report and this norning in the overheads that were shown by Marwan
on the screen wherein we forecast what the nmarket behavi or was
likely to be.

W believe, and especially now given the raise from
two-and-a-half cents to three cents in tier three, that there w|l
be by the end of year four a relatively full subscription, if not
fully subscribed, for all the existing technol ogy noney.

If there is not, if it is under subscribed, we believe
that the rollover provision that we’ve got that would put the
noney back out into year T-5, and that would allowit to be
re-allocated, you' |l see language in the report suggest that this
be reexamned in that year would allow the noney to potentially,
it certainly does not preclude this, to be potentially reall ocated
back to existing technol ogi es.

| think we’ve anticipated that in two ways then. To
recap, one, in the language that it allows for and does not
preclude a reallocation to existing technol ogies. And, two, a
forecast that, in our opinion, shows that this would be
potentially fully subscri bed.

COMMISSIONER LAURIE: Thank you.

Just one final coment then. First, |I'’msatisfied that
both your conmttee with the assistance of Staff have really done

an incredible job. And I |look at the input received from



interested parties, and | thank those parties for providing that

i nput. The questions have been very conplex, and | don’t know how
a better result could have been achi eved than what you have
presented to this Conm ssion.

There have been a nunber of inportant questions posed to
this Conm ssion regarding certain industries that we, through this
report, cannot effectively respond to. | have a special place in
ny heart, for exanple, for biomass industry as it affects forest
products. Not all solutions can be adequately addressed through
this project and through this report. | amsatisfied that this
report correctly and very adequately addresses the commands of the
Legislature, and | intend to support the notion.

Thank you.

ACTING CHAIR RAKOW: Thank you.

Any further discussion or coments?

Wth that, we have a notion before us that has been
seconded to accept the renewabl es programcommttee report with
t he changes that have been so noted. | think it would be
advi sable to take a roll call vote.

PRESIDING COMMISSIONER MOORE: Can we ask M.

Bl ees.

ACTING CHAIR RAKOW: M. Blees, would you call the

roll for us?

PRESIDING COMMISSIONER MOORE: Not only legal, |



mean, you know, it’s like having a uniformon. You know, it’s
| awyer.

COMMISSIONER SHARPLESS: M. Blees, in case you
haven’t done this before, you go al phabetically and call the Chair
| ast .

MR. BLEES: Al phabetically and call the Chair |ast.

Comm ssi oner Laurie?

COMMISSIONER LAURIE: Aye.

MR. BLEES: Conm ssi oner More?

PRESIDING COMMISSIONER MOORE: Aye.

MR. BLEES: Comm ssi oner Rohy?

COMMISSIONER ROHY: Aye

MR. BLEES: Conm ssi oner Shar pl ess?

COMMISSIONER SHARPLESS: Aye.

MR. BLEES: Chair Rakow.

ACTING CHAIR RAKOW: Aye.

[ Motion carried.]

PRESIDING COMMISSIONER MOORE: Madam Chai rman, with
that, | just want to say, and | have sonething I'd |ike to get
fromthe back roomhere in just a second, but let nme just say this
has been one of the nost conplex and chal | engi ng assi gnnents t hat
|’ve had in ny public life. And | trust that the result, which
represents sausage nmeking | suppose that it’s best, is viewed as a

positive acconplishnment for this agency and really a tribute to



t he trenmendous tal ent on this Conm ssion.

| amvery privileged to work with you people. And
want to say the review that Comm ssioner Rohy gave the report, |
have to say, sharpened us up and asked sone good questions.
hope that we’'re equal to the task on the up-comng reports. But |
want to thank himspecifically for those edits.

And if you' |l indulge ne for just a nonent.

ACTING CHAIR RAKOW: I think that this is an exanple
of governance at its very best. | nean the whole process fromthe
very beginning is really a tribute, | think, to the people
i nvol ved.

And as far as Comm ssi oner Rohy is concerned, when |
talked to himat 10:30 | ast night about another matter, he was
rereading the report for about the tenth tine. Ch ny.

PRESIDING COMMISSIONER MOORE: Madam Chai r man,

t hank you.

W' re going to be losing our Chairman pretty soon.

ACTING CHAIR RAKOW: Li ke within 24 hours.

PRESIDING COMMISSIONER MOORE: And | want to tell
you how proud we are all to have worked with her and have her
| eadership. She is a stellar person to work with and we'll m ss
her. | think you all mss her, and we owe her a lot. Bon voyage.

ACTING CHAIR RAKOW: Thank you very nuch.
[ Appl ause]



COMMISSIONER RAKOW: Thank you very nuch. That’s
all | can say. It’s overwhelmng. This tine |I'mreally |eaving.
Thank you all .
[ Wher eupon t he neeting adjourned at approxi mately 3: 30

P.M]
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